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Dear Fellow Stockholders:

Our company has experienced many accomplishments since our last annual shareholders meeting. Our most
significant achievement was the completion of our Initial Public Offering (IPO) in July of this year which
resulted in us successfully raising approximately $30 million during extremely difficult market conditions. In
addition, we were able to supplement our capital through a $30 million Trust Preferred Securities issuance as the
amount of new equity capital was less than we criginally intended. This expanded capital base will allow us to
continue our strategic growth plans.

We now operate in two of the most attractive markets in the United States. We expanded into Arizona via the
acquisition of Choice Bank which was completed in September 2006. Not only did we acquire a solid barking
franchise but we retained a well seasoned senior management team with a long established operating history and
banking experience in the Arizona market. We were also excited about the benefits of this acquisition because
there were no competing or overlapping business lines. This acquisition is now fully integrated and we are
extremely optimistic about the opportunities that are available in Arizona. The unemployment rate in Phoenix
dropped to 2.9% in the second quarter, far below the 4.5% national rate. Over the past 12 months, 86,700 new
jobs have been created in Phoenix creating a demand for commercial real estate financing. We see these trends
continuing for the foreseeable future.

We are as equally bullish on the economy in Southern Nevada. The Las Vegas unemployment rate was 4.2% in
the second quarter of 2007. Investment on the Las Vegas Strip totaling $33 billion will produce over 40,000 new
hotel rooms over the next five years, creating over 100,000 hotel/casino jobs and another 150,000 jobs off the
“Strip”. Commercial real estate vacancy rates are below national averages in both of our primary markets, with
average lease rates in all categories increasing in the second quarter.

I am proud to say that our financial performance continues to be exceptional despite the IPO and the Choice
Bank acquisition requiring a considerable amount of management's time. Our company reported net income of
$6.2 million for the three months ended June 30, 2007, representing an increase of 20.7% when compared to net
income of $5.1 million for the second quarter of 2006. Diluted earnings per share were $.44 for the three months
ended June 30, 2007, an increase of 18.9%, when compared to $.37 for the same period of 2006,

For the six months ended Tune 30, 2007, net income was $11.8 million, representing an increase of 23.0% when
compared to net income of $9.6 million for the first six months of 2006. Diluted earnings per share were $.83 for
the six months ended June 30, 2007, an increase of 16.9%, when compared to $.71 for the same period of 2006.

We continue to provide above average returns for our shareholders. Return on average shareholders’ equity
(annualized) was 21.2% for the quarter ended June 30, 2007 compared to 24.8% for the quarter ended June 30,
2006, Return on average assets (annualized) was 1.7% for the quarter ended June 30, 2007 compared to 2.3% for
the same period of the prior year.

Our focus has always been on quality earning asset generation. Credit quality remains the top priority for
management and as of June 30% our non-performing assets remain at historically low levels. We continue to
actively monitor our portfolio and have not seen any significant deterioration in our credit quality. Net loans,
excluding loans held for sale, increased by $141.2 million or 12.2% during the quarter to $1.3 billion at June 30,
2007. The 2007 year-to-date increase in net loans, excluding loans held for sale, was $292.7 million or 29.1%.




Deposits increased $94.1 million or 8.2% during the quarter to $1.2 biltion at June 30, 2007. Through June 30,
2007, the year-to-date increase in deposits was $259.0 million or 26.3%. In an effort to generate additional core
funding, we recently implemented a deposit incentive program for all employees and have made deposit
generation a company wide focus. We are starting to see the benefits of this initiative and are hopeful that our
new programs coupled with our expanding branch network will drive core deposits into our banks.

During June of 2006 we opened a 30,000 sguare foot administrative center. The majority of our back office
operational units are housed here including information technology, note department and SBA processing, proof
and item processing and central services. We continue to leverage information technology resources to the
highest degree possible as we made several key hires and went in-house with all data processing functions. We

also opened a central vault operation in 2006 that will allow us to better serve the growing cash service demands
of our customers.

Our success has always been the direct result of the superior efforts of our people. We have a simple strategy.
Hire the best people and provide a platform where they can succeed. We try our best to cultivate an
entrepreneurial spirit at our company. Our employees are encouraged to bring new ideas, thoughts, and processes
10 the attention of management. We also try to be proactive in establishing key positions that are needed in order

to facilitate the growth of the company as evidenced by the hiring of a new Chief Risk Officer and a Director of
Corporate Governance.

There is no doubt that the national financial markets are currently having a tough time as there seems to be a
nervous uneasiness circulating around Wall Street. Although we cannot control these market conditions, [ can
assure you we are doing everything within our power to provide stable long-term value to our shareholders. I

would like to personally thank our Board of Directors, employees, customers and shareholders for the continued
support.

Respectfully,

Corey L. Johnson
President and Chief Executive Officer
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Summary Consolidated Financial and Other Data

The summary information presented below at or for each of the years presented is derived in part from our
audited consolidated financial statements. The following information is only a sammary and you should read it in
conjunction with our audited consolidated financial statements and notes beginning on page F-1. On
Sepiember 5, 2006, we acquired Choice Bank. The results of operations for 2006 include the operations of
Choice Bank for the period from September 5, 2006 to December 31, 2006.

Selected Income Data:
Interestincome ...............
Interestexpense ..............

Net interest income .., .. .......
Provision for loan losses . .......

Net interest incorme after
provision for loan losses ... ...

Non-interest income . ..........

Non-interest expense ..........

Income before income taxes .. ...
Provision for income taxes ......

Netincome ..................

Share Data:
Earnings per share — basic .....
Earnings per share — diluted . .. .
Book value per share ..........
Tangible book value per share . . .
Shares outstanding at period
end™ .o
Weighted average shares
outstanding — basict .......
Weighted average shares
outstanding — ditutedt™ ... ...
Selected Balance Sheet Data:
Cash and cash equivalents ......
Investments and other
Securities - . ... ... ... .a.un
Loans held forsale ............
Gross loans, including net
deferred loanfees ...........
Allowance for loan losses .......
ASSEIS . ... ...l
Deposits ... il
Junior suberdinated debt . . ... ...
Stockholders' equity ...........
Selected Other Balance Sheet Data:
AVerageassels ...............
Average interest-earning assets . .
Average stockholders’ equity .. ..

At or For the Six
Months Ended June 30, At or For the Years Ended December 31,
2007 2006 2006 2005 2004 2003 2002

(Dollars in thousands, except for share and per share data)

63,740 $ 38792 $ 89906 § 57086 § 33873 §3 25952 § 20,741
26,706 12,758 32,556 15,761 8,344 8.219 8,185
37.034 26,034 57,350 41,325 25,529 17,733 12,556
3,190 1,200 2,821 2,350 1,750 2,325 1,266
33,844 24,834 54,529 38,975 23,779 15,408 11,290
4,548 2,301 5917 4779 4,542 3,723 3,407
19,594 12,386 21,827 19,846 15,339 12,875 11,359
18,798 14,749 32,619 23,908 12,682 6,256 3,338
7.040 5,193 11,743 8,281 4,464 2,155 1,093
11,758 § 9556 § 20876 § 15627 § 8518 § 4,101 § 2,245
086 § 0714 § 1.58 § 1.27 § 072 3 044 § 0.24

0.83 0.1 1.52 1.19 0.70 0.38 .21

8.64 6.63 779 5.11 3.59 273 234

7.20 6.63 6.33 5.11 3.59 273 2.34
13,746,162 13,383,200 13,687,109 12,463,798 12,119,898 9,384,384 9,368,320
13,710,441 12,874,958 13,173 918 12,353,391 11,831,392 9,321,920 9,653,936
14,155,906 13,465,550 13,750,641 13,153,299 12,194,508 10,774,384 10,699,984
28035 $ 42577 $ 35479 3 49773 § 84,129 $ 34759 § 19985
52,466 82,814 65,324 73,247 60,784 45,902 50,235
52,121 21,577 34,053 11,861 93719 4,182 3,018
1,311,525 768,473 1,015,643 646,179 523,391 386,721 287,131
14,334 9,511 11,200 8,314 6,051 4,768 3,546
1,510,619 946,859 1,209,518 806,297 700,715 489,525 378,611
1,245,305 765,755 986,271 645,465 572,330 392,441 290,892
38,661 18,042 38,661 18,042 18,042 12,887 7,500
118,767 88,682 106,628 63,694 43,450 25,665 21,957

$ 1362938 § 8638588 $ 980,287 $ 747,058 § 571950 § 437623 $ 330,696
1,288,871 827,205 928,250 708.909 538,532 402,782 303,724
113,255 75,321 88,016 52,710 36,979 23,133 20,834

{Notes on following page.)




At or For the Six

Maonths Ended June 30, At or For the Years Ended December 31,
2007 2006 2006 2005 2004 2003 2002
Selected Capital Ratios:

T LeVETAZETALO . . v it e 9.6% 11.9% 105% 10.4% 8.8% 1% 7.5%
Tier 1 risk-based capital ratio .................. 9.0 11.7 105 10.9 93 78 8.6
Total risk-based capitalratio .................. 99 12.8 11.6 122 11.4 9.8 9.8

Selected Financial and Performance Data:
Retum on average assets® .. ... ...l 1.74% 2.22% 21% 21% 1.5% 0.9% 0.7%
Retum on average stockholders® equity® . ....... 20.94 25.58 23.7 29.6 23.0 177 10.8
Net interest rate spreadX3 . ... ..o 4.96 5.32 5.2 5.0 4.2 4.0 36
Net interest margin@¥ ... ... ..o 5.79 6.35 6.2 58 4.7 4.4 4.1
Efficiency ratio® .............. ... .. ..o 47.12 43.71 4.0 43.0 510 60.0 71.2
Loan todepositratio ............. ... ... 105.32 100.35 103.0 100.1 914 98.5 98.7
Average earning assets to average interest-bearing
liabilities ... .oov i e e 119.99 133.23 129.2 137.0 136.6 120.5 119.5
Average stockholders’ equity to average assets . ... 8.31 8.67 9.0 7.1 6.5 53 6.3
Selected Asset Quality Ratios:
Non-performing loans to gross loans® .......... 0.01% 0.02% 0.01% 0.19% 0.09% 123% 231%
Non-performing assets to total assets® ... __..... 0.02 0.10 0.07 0.15 0.15 097 1.76
Loans past due 90 days or more and still accrning to
otalloans .. ... oo — —
Allowance for loan losses to gross loans .. ....... <109 1.24 1.1 1.3 1.2 1.2 1.2
Allowance for loan losses to non-perferming
loans ... s 12,045.38 5,695.21 84848 6832 1,276.6 1005 534
Net charge-offs to average loans outstanding ... .. 0.00 0.00 0.07 0.01 0.11 0.33 0.01
Selected Other Data:
Number of full service branch offices . .......... 12 9 12 9 9 8 8

(1) Reflects stock splits.

¢2) Annualized for the six months ended June 30, 2007 and 2006.

(3) Net interest spread represents average vield earned on interest-earning assets less the average rate paid on interest-bearing liabilities.
(4) Net interest margin represents net interest income as a percentage of average interest-earning assets.

(5) Efficiency ratio represents non-interest expenses as a percentage of the total of net interest income plus non-interest income.

{6) Non-performing loans are defined as loans that are past due 90 days or more plus loans placed in non-accrual status.

{7) Non-performing assets include non-performing loans plus other real estate owned.
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MANAGEMENT?’S DISCUSSION AND ANALYSIS OF
" FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis reflects Silver State Bancorp's financial statements and other relevant
statistical data and is intended to enhance your understanding of our financial condition and results of
operations. You should read the information in this section in conjunction with Silver State Bancorp’s
Consolidated Financial Statements and accompanying Notes to Consolidated Financial Statements beginning on
page F-1 of this Annual Shareholder Report, and the other statistical data provided elsewhere in this Annual
Shareholder Report. Unless otherwise indicated, the financial information presented in this section reflects the
consolidated financial condition and operations of Silver State Bancorp.

FORWARD-LOOKING STATEMENTS

This Annual Shareholder Report contains a number of forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities
Exchange Act of 1934, as amended, or the Exchange Act. These statements may be identified by the use of the
words “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “outlook,” “plan,” “potential,”

“predict,” “project,” “should,” “will,” “would” and similar terms and phrases, including references to
assurmptions.

Forward-looking statements are based on various assumptions and analyses made by us in light of our
management’s experience and its perception of historical trends, current conditions and expected future
developments, as well as other factors we believe are appropriate under the circumstances. These statements are
not guarantees of future performance and are subject to risks, uncentainties and other factors (many of which are
beyond our control) that could cause actual results to differ materially from future results expressed or implied by
such forward-looking statements. These factors include, without limitation, the following:

= the timing and occurrence or non-occurrence of events may be subject to circumstances beyond our
control;

» there may be increases in competitive pressure amaong financial institutions or from non-financial
institutions;

+ changes in the interest rate environment may reduce interest margins and could adversely affect our
results of operations and financial condition;

+ changes in deposit flows, loan demand or real estate values may adversely affect our business;
= changes in accounting principles, policies or guidelines;

+ general economic conditions, either pationally or locally in some or all areas in which we do business,

or conditions in the securities markets or the banking industry may be less favorable than we currently
anticipate;

» legislative or regulatory changes may adversely affect our business;
» technological changes may be more difficult or expensive than we anticipate,

= success or consummation of new business initiatives may be more difficult or expensive than we
anticipate;

 litigation or other matters before regulatory agencies, whether currently existing or commencing in the
future, may delay the occurrence or non-occurrence of events longer than we anticipate;
= changes in gaming or tourism in our primary market area; and

= changes in management’s estimate of the adequacy of the allowance for loan losses.

We have no obligation to update any forward-looking statements to reflect events or circumstances after the
date of this document.



Executive Summary

We are a Nevada corporation formed on January 21, 1999 to acquire all of the issued and outstanding stock
of Silver State Bank and to engage in the business of a bank holding company under the BHC Act of 1956, as
amended. Silver State Bank was formed in July, 1996, as a commercial bank headquartered in Henderson,
Nevada. On September 5, 2006 we acquired Choice Bank. Choice Bank is an Arizona state-chartered bank that
was formed on January 28, 2002.

We provide a variety of loans to our customers, including construction and land loans, commercial real
estate loans, commercial and industrial loans, SBA loans and to a lesser extent, residential real estate and

consumer loans. We fund our loans primarily with locally generated deposits and borrowings to the extent
needed.

Since commencing business, Silver State Bank has grown from one location in Henderson, Nevada to 10
branches in the greater Las Vegas market area. In 2006 we opened one new branch office and, on September 5,
2006, we acquired Choice Bank, with two branches in the greater Phoenix/Scottsdale market area. With the
acquisition of Choice Bank, we became a muiti-bank holding company and plan to continue operating both
Choice Bank and Silver State Bank as separate bank subsidiaries for the foreseeable future. On November 16,
2006, we completed a systems and data conversion of Choice Bank. In addition, with our oversight, Choice Bank
has modified its operating policies and procedures to conform to those of Silver State Bank. However, Choice

Bank continues to review and establish its own lending limits as an entity and with respect to its individual loan
officers.

While maintaining strong asset quality and improving profitability, we have sustained substantial asset
growth since we opened. As of December 31, 2006 our ratio of non-performing assets to total assets of 0.07%
and as of June 30, 2007 our ratio of non-performing assets to total assets was 0.02%. For the year ended 2006 our
ratio of net charge-offs to average loans outstanding was 0.07% and for the six month period ended June 30,
2007 our ratio of net charge-offs to average loans outstanding was less than 0.01%. The expansion of our
construction, land acquisition and development and commercial and industrial lending has been the primary
element of our growth. The primary source of funding for our asset growth has been the generation of core
deposits which we accomplished by a combination of competitive pricing for local deposits coupled with
expansion of our branch system. We have added three new branch offices over the past five years in the greater
Las Vegas market area. Our acquisition of Choice Bank provided us with two new branch offices, an entry
point into the Phoenix/Scottsdale market and the opportunity to expand our banking presence. We have also
supplemented our deposit gathering through the use of borrowings, primarily from the FHLB.

We expect to fund our internal growth in the Nevada and Arizona markets by opening new branches and
exploring additional acquisitions in new markets as they become available, During 2007, we expect to open two
additional branches in Nevada and two additional branches in Arizona. We also expect to open four additional
branches in Nevada during 2008, and plan to open additional branches in both markets in 2008 and beyond as

conditions permit. We estimate that the cost of opening the four branches in 2007 will be approximately $4.5
million.

Our ability to continue 1o generate rapid internal growth and to take advantage of acquisition opportunities
will be affected by our continued profitability and our access to the capital markets. In 2004, we raised $4.9
miifion of net proceeds through a private placement of common stock and in 2006 we raised $10.7 million
through another private placement of common stock. We have also added to regulatory capital through the
issuance of junior subordinated debt to statutory trusts that have in turn privately issued trust preferred securities.
The junior subordinated debt securities are generally included in Tier 1 capital for regulatory purposes. At
June 30, 2007, we had $38.7 million outstanding of junior subordinated debt.

Our results of operations are largely dependent on net interest income. Net interest income is the difference
between interest income we earn on interest-earning assets, which are comprised primarily of construction, land
development and commercial real estate loans, and to a lesser extent commercial business, residential and
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consumer loans, and the interest we pay on our interest-bearing liabilities, which are primarily deposits and, to a
lesser extent, other borrowings. Management strives to match the re-pricing characteristics of the interest-eaming
assets and interest-bearing liabilities to protect net interest income from changes in market interest rates and
changes in the shape of the yield curve.

Net income during 2006 was affected by an increase in our net interest margin compared to 2005. The
increase in the net interest margin for 2006 was the result of the increase in yields in all categories of our loan
portfolio, reflective of an overall higher interest rate environment, while our cost of funds repriced more slowly.
However, during the fourth guarter of 2006 we began to experience some narrowing of our net interest margin
reflecting competitive pricing pressure in both loans and deposits, which has resulted in overall lower interest

rate spreads than in prior periods. The competitive pricing pressure has continued into the first six months of
2007.

We reported net income of $11.8 million, or $0.83 per diluted share, for the six months ended June 30,
2007, as compared to $9.6 million, or $0.71 per diluted share, for the corresponding period in 2006. The increase
in earnings is primarily due to higher net interest income, due primarily to an increase in loans and the higher
interest rates environment experienced in the first six months of 2007 compared to the first six months of 2006.
The provisions for loan losses increased $2.0 million from the six months ended June 30, 2006 to the
corresponding period in 2007, due to an increase in size of the loan portfolio. Non-interest income for the six
months ended June 30, 2007 increased 97.7% from the corresponding period in the prior year, due primarily to an
increase in the gain on sale of loans which was driven by the increase in loan volume, primarily in our small
business lending products. Non-interest expense for the six months ended June 30, 2007 increased 58.2% from
the corresponding period in 2006, due primarily to an increase in salary and benefits, occupancy costs,
depreciation and amortization expense, and insurance expense due o an increase in FDIC deposit insurance
assessments, all reflecting our overall balance sheet and franchise growth.

If the competition we experienced in the fourth quarter of 2006 and the first six months of 2007 in the form
of higher deposit rates offered by local financial institutions, several of which are affiliated with significantly
larger national and international financial institutions, continues for the balance of 2007, it could have the effect
of increasing our cost of funds to a level higher than we have experienced historically. We continue to utilize

FHLB advances and other wholesale funding sources to supplement our local sources of funds and as a means to
lower our overall cost of funds.

We also have experienced strong competition in making loans in the form of intense pricing pressure on the
interest rates we offer. To date, we have been successful in responding to this competition as evidenced by our
loan portfolio growth and the increase in the average yield on our loan portfolio. However, price competition for
loans is expected to continue, and may intensify, as a result of additional de novo bank entrants into our
marketplace and the pricing strategies of our larger competitors. Price competition for loans is expected to have
an adverse impact on the yields we can obtain on our loan portfolio.

Non-interest income for 2006 as compared to 2003, and for the six months ended June 30, 2007, compared
to the six months ended June 30, 20086, continued to increase due to the gain on sale of loans, primarily consisting
of SBA loans. Non-interest expense also continued to increase primarily due to the overall growth of our
institution, which has required us to hire additional employees and add properties for new branches. In addition,
non-interest expense for 2006 also increased due to the construction of our new administrative center. The

increase is also attributable to accounting and legat fees associated with the increased size and complexity of the
company.

Our future performance will depend on many factors inciuding economic conditions, changes in interest
rates, increasing competition for deposits and quality loans, and regulatory compliance burdens. We believe that
the impact from the national decline in sales of existing homes and in the median price of homes will be minimal

on our future financial condition. We do not engage in sub-prime mortgage lending, which has been the riskiest
sector of the residential housing market.




In the future, our earnings may be adversely affected by a decrease in interest rates because a significant
majority of our interest-earning assets are variable rate instruments that will reprice faster than our interest-
bearing liabilities, which may result in further compression of our net interest margin. However, if interest rates
increase, we anticipate that our profitability measured by net interest income and net interest margin would
increase. As a result of our large percentage of variable rate loans, it is possible that during a period of rising
interest rates the amount of interest charged to our customers may increase which, if coupled with an overall
decline in those customers’ cash flows from operations, could result in an increase in loan delinquencies and
comrespondingly result in an increase in our provision for loan losses. Additionally, a significant portion of our
loan portfolio have maturities of less than one year, including construction loans that would need to be replaced
with new construction loans in order to maintain and grow that portfolio. We have been successful in doing so
due primarily to the strength of the real estate and construction market in the greater Las Vegas market area.
Historically, we have been successful in renewing loans with our commercial borrowers on a regular basis, as
evidenced by our history of significant loan growth. However, in the event of an economic downturn or a
significant increase in interest rates we may not achieve the same success at renewing our short term loans,
which would have an adverse impact on our results of operations.

We have a high concentration in real estate construction and land loans. At June 30, 2007, approximately
35.7% of real estate loans were classified as real estate construction loans and 37.9% of real estate loans were
classified ag land loans. In addition, commercial real estate loans represent approximately 19.6% of total real
estate loans as of June 30, 2007. Approximately 67.5% of commercial real estate loans are owner occupied.

Our 20 largest depositors accounted for approximately 40.2% of our deposits and our five largest depositors
accounted for approximately 30.2% of our deposits at June 30, 2007. At June 30, 2007, four customer balances
comprised 27.2% of total deposits and are considered brokered deposits. Brokered deposits are generally
considered to be deposits that have been received by us from a registered broker that is acting on behalf of that
broker’s customer. Often, a broker will direct a customer’s deposits to the banking institution offering the highest
interest rate available. Federal banking law and regulation places restrictions on depository institutions regarding
brokered deposits because of the general concern that these deposits are at a greater risk of being withdrawn and
placed on deposit at another institution offering a higher interest rate, thus posing liquidity risk for institutions
that gather brokered deposits in significant amounts.

Our brokered deposits pose a heightened risk of not being retained by us because these customers tend to be
very rate sensitive in making their decisions as to the financial institution with which they choose to place their
deposits. Although the deposits of our four brokered deposit customers may meet the regulatory definition of a
brokered deposit, we consider them to be corporate customers with which we either have or are in the process of

building longer term customer relationships. Two of these customers have been our depositors for approximately
four years.

We believe that our net income has not been, and do not expect it to be, adversely affected by the use of
brokered short term deposits. As a general matter, we price brokered deposits separately from our pricing of
deposits gathered through our local branch networks. Both historically and currently, our brokered deposits have
had a lower average cost than time deposits gathered through our local branch network because we can offer
rates to brokered deposit customers outside of our market area that are lower than the rates we offer through our
local branch network. In addition, our brokered deposits have had a comparable cost to wholesale borrowings
available through the use of Federal Home Loan Bank borrowings. As with all funding decisions, we continually
analyze our various funding choices and price our deposit products, including brokered deposits, with a view
towards obtaining the lowest cost funding while meeting our liquidity needs and achieving the best net interest
margin possible. We carefully monitor the balances in our brokered accounts, the impact of movements in
interest rates generally, the interest rates offered by local competitors, the rates offered by other institutions that
access the brokered deposit market, the availability of wholesale borrowings and related costs of such funding

sources. We also developed contingency funding plans in the event that we fail to retain one or more of our
brokered deposit customers.




Due to the nature of our larger customers’ businesses, the deposit balances they maintain with us may
fluctuate significantly from month to month resulting in the list of our largest depositors similarly changing. For
example, our two related large depositors are large financial services companies that provide financing services
to other financial service companies, securities clearing services to brokerage firms and brokerage services to a
large number of commercial and individual customers. Additionally, two of our six largest depositors are title
insurance companies. Part of the services these financial services companies and title insurance companies
provide to their customers includes holding short term account balances to facilitate the ordinary course of
business of these customers. Although the many individual account balances of the customers of our large
financial services depositors tend to be smaller, when placed on deposit with us into our depositor’s account they
result, in the aggregate, in a very large balance relative to our other accounts. Due to the short term nature of the

deposit balances maintained by the customers of our large depositors, the deposit balances maintained with us
tend to fluctvate.

The loss of one or more of our largest 20 customers, or a significant decline in the deposit balances due to
ordinary course fluctuations related to these customers’ businesses, would adversely affect our liquidity and require
us to raise deposit rates to attract new deposits, purchase federal funds or borrow funds on a short term basis to
replace such deposits. Depending on the interest rate environment and competitive factors, low cost deposits may
need to be replaced with higher cost funding, resulting in a decrease in net interest income and net income.

We believe that other non-interest expense items, including professional expenses and other costs related to
compliance with the reporting requirements of the United States securities laws and compliance with the SOX,
will increase significantly after we become a publicly traded company.

We believe that we are positioned for expansion within our market areas and that by expanding our
presence, continuing to diversify our geographic sources of income, growing our deposit relationships, and

maintaining our operating efficiency, we will be able to increase our profitability and enhance our franchise
value.

Recent Developments

On July 23, 2007, we completed our initial registered public offering of comunon stock raising
approximately $25.7 million of net proceeds. We are using the net proceeds for general corporate purposes,
including but not limited to the repayment of the amount outstanding under the $20 million 90-day non-revolving
term loan facility, the formation of additional new banks in new market areas with attractive growth prospects,
the acquisition of other commercial banks or financial service companies, the addition of new branches in
existing and contiguous markets and the development of additional products or services.

On July 24, 2007, we issued $30 million of trust preferred securities, in a private placement, similar to our
previous trust preferred securities issuances. The trust preferred securities have a floating rate, which resets
quarterly, equal to three-month LIBOR plus 1.35%. We expect the proceeds from the issuance to count as capital
for regulatory capital purposes. The issuance was part of a pooled offering involving other participating issuers,
and was made pursuant to an applicable exemption from registration under the Securities Act of 1933, as
amended. We are using the proceeds of the sale for general corporate purposes.

Comparison of Financial Condition at June 30, 2007 and December 31, 2006

Assets. OQur total assets increased $301.1 million, or 24.9%, to $1.5 billion at June 30, 2007 as compared to
$1.2 billion at December 31, 2006. This increase was due primarily to internally generated loan growth as gross
loans grew 29.1% to $1.3 billion as of Fune 30, 2007 from $1.0 billion as of December 31, 2006.

Loans. Total loans were $1.3 billion at June 30, 2007, an increase of $295.9 million, or 29.1% from
December 31, 2006. The majority of the loan growth was in construction and land loans. Commercial real estate
and commercial and industrial loans also increased. Qur overall growth in loans is consistent with our focus and
strategy to grow our loan pertfolio by focusing on markets which we believe have attractive growth prospects.
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As of June 30, 2007 our loan portfolio totaled $1.3 billion, or approximately 87% of our total assets
compared to $1.0 billion, or approximately 84% of our total assets as of December 31, 2006. The following table
presents the composition of our loan portfolio in dollar amounts at the dates indicated.

At June 30, At December 31,

2007 2006
(In thousands)

Constructionand land . .. .. ... .. . i i i i $ 868,744 $§ 620,167
Commercial Teal eState . . ... . i e e 231,090 206,744
Commercial and industrial ... ... .. . .. e 135,315 109,134
Single family residential real estate .......... ... ... . ccccooaan. 30,771 80,280
COMSUIMIET . . ..ottt it ettt et m e e 4,900 5,789
Leases, netof unearned income .. ...t e 340 411
Netdeferred loan fees . .. ...t i it i (9,644) (6,882)

Gross loans, net of deferred fees ... ... ... ool 1,311,525 1,015,643
Less: Allowance forloanlosses . ... ... i, {14,334) (11,200

$1,267,191 31,004,443

Construction and Land Loans. The principal types of our construction loans include industrial/warehouse
properties, office buildings, retail centers, medical facilities, restaurants and entry level residential tract homes.
Construction loans comprised approximately 32% of our total loan portfolio at June 30, 2007 compared to

approximately 31% at December 31, 2006. On June 30, 2007 and December 31, 2006, our construction loans
were as follows:

At June 30, At December 31,

Type 2007 2006
(In thousands)
One-toFourFamily ... ... ... . . i, $114,898 $ 80,276
Multi-Family .. ... s 52,683 12,820
Hotel . e e e 28,823 28,969
MUlt-USe o e e 7,243 3,565
Industrial ..ot e 31,323 31,623
OF ICE . . i e s 54,659 60,137
MinI-StOTage . . ... e e — 4,562
Retail . . e e 118,922 86,926
Other . ... e e e P 12,889 4,985
Total ConsStruCtion ... ... ... it eun e teriaenn i eeeann $421,440 $313,863

———




We classify our land loans as loans on raw land, infill, land development and developed land loans. We
consider raw land to be land that has no improvements on it and is located outside of a developed area. Infill is
Jand that has no improvements but is located within a metropolitan area and is surrounded by developed land.
Land development loans are loans containing budgeted dollars to finance the onsite improvements upon raw or
infill land, and developed land loans consist of loans on land with improvements completed. Land loans
comprised approximately 34% of our total loan portfolio at Tune 30, 2007, including SBA loans compared to

approximately 30% at December 31, 2006. On June 30, 2007 and December 31, 2006, cur land loans were as
follows:

At June 30, At December 31,

Type 2007 2006
- {In thousands)

RAW . ittt e e e $ 94,966 $ 53,347
561 111 SRR S 81,241 105,057
Land Development .. .. ......coceeireeiurnanneaneana s 232,148 117,047
DevelopmentLand .. ..... ... ... 38,949 30,853

Total Land . ..o s $447,304 $306,304

Construction and developrent loans typically provide for a reserve budget to service payments for the term
of the loan. We believe that reasonable assumptions are made by the loan officer during loan underwriting and
confirmed by the Senior Loan Committee during the loan approval process conceming average outstanding loan
balance, interest rate, and sales or lease absorption, to determine the appropriate interest reserve budget amount
to carry the interest for the term of the loan.

Commercial Real Estate Loans. A significant component of our lending activity consists of loans to finance
the purchase of commercial real estate and loans to finance inventory and working capital that are secured by
commercial real estate. We have a commercial real estate portfolio comprised of loans on apartment buildings,
professional offices, industrial facilities, retail centers and other commercial properties. Commercial real estate
loans comprised approximately 18% of our total loan portfolio at June 38, 2007 compared ta appraximately 20%

at December 31, 2006. On June 30, 2007 and December 31, 2006, our commercial real estate loans were as
follows:

At June 30, At December 31,

Type 2007 2006

_ (In thousands)

MUlt-Family ..o oot e § 6,763 $ 7,159

Hotel ..o et 6,016 3,348

MOHEUSE ottt ettt e it e 3,023 932

TRAUSIEIAL & o oot e e e e 45,632 36,832

()1 17+, S 58,186 45,292

MImE-STOTREE - . . oo oo it 9,926 9,951

RELAl . v oo et e e e 82,374 77,924 |

OHBEE -« o o e e e e e e e e e 19,170 25,306 i
Total Term CRE ... oot et i e $231,090 $206,744

Non-Performing Assets. Non-performing assets include loans past due 90 days or more and still accruing
interest, non-accrual loans, restructured loans, and other real estate owned, or OREQ. In general, loans are placed
on non-accrual status when we determine timely recognition of interest to be in doubt due to the borrower’s
financial condition and collection efforts. Restructured loans have modified terms to reduce either principal or
interest due to deterioration in the borrower’s financial condition. OREO results from loans where we have
received physical possession of the borrower’s assets that collateralized the loan.
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The following table presents information regarding non-accrual loans, accruing loans delinquent 90 days or
more, and OREOQ as of the dates indicated. During the period shown below, we did not have any leans past due

90 days or more and still accruing or interest income that would have been recorded under the original terms of
the loans.

At June 30, At December 31,
2006

2007

{Daollars in thousands)
Total non-accrual loanst) ... ... i § 119 $132
Restructured 10ans . .. .00t e e i — —_
Other real estate owned (OREOQ) ... .. oot 205 738
Total non-perfOrming aSSeS . .. ...vveeeernrrre s iaaieees 324 870
Non-accrual loansto grossloans . ........veeeeiiii e 0.01% 0.01%
Non performing assets to total assets ..o .. 0.02% 0.07%
Interest income recognized on nonaccrual loans . ... Ll $— $111

(1) We had no loans past due 90 days or more and still accruing as of the end of each period indicated.

As of June 30, 2007 and December 31, 2006, non-accrual loans totaled $119,000 and $132,000,
respectively. Non-accrual loans consisted of 2 loans at June 30, 2007 and at December 31, 2006. We also classify
our loans consistent with federal banking regulations using a nine category grading system. We use grades six
through nine of our loan grading system to identify potential problem assets. Qur potential problem loans were
approximately $21.4 million at June 30, 2007 and $12.0 at December 31, 2006. This increase is primarily
attributable to two loans totaling $7.7 million that were downgraded by senior management in the second quarter.
Both loans are secured by real estate with loan to value ratios within bank policy limits. We do not anticipate any
significant loan losses related to these loans at this time.

Allowance for Loan Losses. The allowance for loan losses has been determined in accordance with
accounting principles generally accepted in the United States of America. We are responsible for the timely and
periodic determination of the adequacy of the allowance. We believe that our allowance for loan losses is
adequate to cover specifically identifiable loan losses, as well as estimated losses intherent in our portfolio for
which certain losses are probable but not specifically identifiable.

We maintain the allowance for loan losses through provisions for loan losses that we charge to income. We
charge losses on loans against the allowance for loan losses when we believe the collection of loan principal is
unlikely. We establish the provision for loan losses afier considering the results of our review of delinquency and
charge-off trends, the amount of the allowance for loan losses in relation to the total loan balance, loan portfolio
growth, GAAP and regulatory guidance. We periodically review the assumptions and formula used in

determining our allowance for loan losses and make adjustments if required to reflect the current risk profile of
our loan portfoho.

Although we believe that we have established and maintained the allowance for loan losses at adequate
jevels, additions may be necessary if future economic and other conditions differ substantially from the current
operating environment. Although management uses the best information available, the level of the allowance for
loan losses remains an estimate that is subject to significant judgment and short-term change.
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The following table presents the activity in our allowance for loan losses at or for the periods indicated.

For the Six Months Ended June,
2007 2006
(Dollars in thousands)

Allowance for loan losses:

Balance at beginning of period ... ....... ... .. ... .. $11,200 $8,314
Provisions charged to operating eXpenses .............cc.ovvovnnn. 3,190 1,200
ACQUISTHON ... e —_ —

Recoveries of loans previously charged-off:
Construction and land development .. ........ ... ... ..cccn.. — —
Commercial real estate ... ......... ... iiiiieineinennnns —
Residentialreal estate .. ....... ... ... ... i — —

Commercial and industrial . ........... ... ... . ... .. .. ... 3 82

Consumerand other ........... .ot 30 1

ot POV . e 33 83
Loans charged-off:

Construction and land development . ........................ — —
Commercial realestate . ...... ... ... . ... .. ... ... — —

Residential realestate ........... ... ... ... . iiiiiiia.. — 44
Commercial and industrial ................... ... .. .. ...... — 42
Consumerand other ... ... . . ittt i, 89 —
Total Charged-off ...... ... . ... . oo i i 89 86
Net charge-offs {recoveries) .. .......... ... 56 3
Balance atend of period .. ... ... .. ... ... o L. $14,334 $9,511
Net charge-offs to average loans outstanding .. .................... 0.00% 0.00%
Allowance for loan losses to grossloans ......................... 1.09% 1.24%

Net charge-offs were $56,000 for the six months ended June 30, 2007, compared to $3,000 for the
corresponding peried in 2006. The increase in net charge-offs resulted primarily from larger charge-offs during
the six months ended June 30, 2007 in consumer loans. Net charge-offs as a percentage of average loans were
less than 0.01% for the six months ended June 30, 2007 and for the corresponding period in 2006. The provision
for Joan losses totaled $3.2 million for the six months ended June 30, 2007, up from the $1.2 million provided
during the corresponding period in 2006. The increase in the provision for loan losses for the six months ended
June 30, 2007 compared to the.corresponding period a year ago resulted mainly from the growth in the loan
portfolio. The allowance for loan losses was 1.09% of gross loans at June 30, 2007 compared to 1.10% at
December 31, 2006.

Securities. Our investment portfolio consists mainly of AAA rated US government agency securities. Our
securities are all classified as “available-for-sale” and are reported at fair value, with unrealized gains and losses
excluded from earnings and instead reported as a separate component of stockholders’ equity.

At June 30, 2007 securities totaled $52.5 million, a decrease of $12.9 million or 19.7%, from $65.3 million
on December 31, 2006. The decrease in our securities portfolio was primarily due to strong demand for our loan
products, which have a higher yield than investment securities. At June 30, 2007, most of our securities had a
contractual maturity date of five years or less. These medium to short-term maturities are consistent with our
current primary focus and strategy to grow the oan portfolio while using our investment portfolio primarily for
liquidity purposes.
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The carrying value of our securities available for sale at June 30, 2007 and at December 31, 2006 is set forth
below.

At June 20, At December 31,

2007 2006
{In thousands)

U.S. Treasury SeCUIIES ... ...ttt iiee e aienans $ 9,509 $ 9,496
U.S. government-sponsored agencies . ...t e 38,616 50,038
Mortgage-backed obligations ........... ... ... ... ol 2,034 3,839
Money market ... ... e 1,944 1,951

Other debt 5eCUTItIES .. ... vttt it e et e e 363 —
Total investment SECUIES .. . ... vvvnrernreiiir e eennnnn $52,466 $65,324

Premises and Equipment. Our premises and equipment totaled $38.6 million at June 30, 2007, an increase
of $6.6 million, or 20.6%, from $32.0 million at December 31, 2006. This increase was primarily due to land

purchased for future branch locations and the completion of leasehold improvements in our new corporate office
during 2007.

Goodwill. Our goodwill totaled $18.8 million at June 30, 2007 compared to $18.9 million at December 31,
2006. This decrease was due to an adjustment made in finalization of the purchase price allocation related to the
acquisition of Choice Bank in 2006. In addition, the acquisition of Choice Bank resulted in a core deposit
intangible which, as of June 30, 2007 amounted to $1.0 million compared to $1.1 million at December 31, 2006.

Cash and Cash Equivalents. Cash and cash equivalents (consisting of cash and due from banks and federal
funds sold), totaled $28.0 million at June 30, 2007, a decrease of $7.4 million, or 21.0% from $35.5 million at
December 31, 2006. Qur focus for the past several years has been to maintain sufficient liquidity not only to
satisfy daily operational cash flow needs as they arise from our deposit and administrative activities, but also to
allow for adequate loan funding needs as they arise. We generally attemnpt to limit our cash and cash equivalents
by investing our excess liquidity in higher yielding assets such as loans, securities or federal funds sold.

Deposits. Total deposits were $1.2 billion at June 30, 2007, an increase of $259.0 million, or 26.3% from
December 31, 2006. An.increase in interest-bearing deposits was the primary reason for the increase in our
deposits during the first quarter of 2007. Interest bearing checking accounts increased $81.0 million, or 18.6%, to
$515.9 million at June 30, 2007 from $434.9 million at December 31, 2006. Time deposits also increased $158.9
million, or 43.9% to $521.1 miilion at June 30, 2007 from $362.1 million at December 31, 2006. These increases
were driven by higher rates offered on our deposits and an increased focus on generating deposits from our
existing customers. We also believe our deposit gathering efforts benefited from the establishment and
maturation of our branch network. ' :

Borrowings. At June 30, 2007, we had $71.6 million in advances from the FHLLB, $56.6 million of which
were classified as long term borrowings and $15.0 miltion of which were classified as short term borrowings,
Total borrowings from the FHLB have increased $13.6 million, or 23.4%, to $71.6 million at June 30, 2007 from
$58.0 million at December 31, 2006. As competition for deposits continues to increase, we anticipate further
reliance on FHLB borrowings to supplement the funding of our asset growth. As of June 30, 2007, our remaining
borrowing capacity at the FHLB was $19.2 million.

On June 25, 2007, the Company received $20 million in financing pursuant to a 90-day non-revolving term
loan. The proceeds of the loan were contributed to Silver State Bank and Choice Bank as capital, thus allowing
them to be deemed “well capitalized’ for regulatory purposes at June 30, 2007 without any reduction in assets.
Both Silver State Bank and Choice Bank were considered “adequately capitalized™ at March 31, 2007, resulting
in increased deposit insurance premiums. However, because the Company completed the $20 million financing,
the Company believes the impact of the increased deposit assessment due to the two banks being “adequately
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capitalized” at March 31, 2007 will be limited to only one fiscal quarter. On July 27, 2007 this $20 million term

loan was paid off in full using proceeds from our initial registered public offering and trust preferred issuance,
which were completed during July 2007.

Junior Subordinated Debt. We had $38.7 million of junior subordinated debentures outstanding‘at June 30,
2007 and December 31, 2006. Our junior subordinated debt, which is issued to our statutory trust subsidiaries

that in turn issue trust preferred securities, is considered long term borrowing for financial reporting purposes but
is included as a component of regulatory capital, subject to limitations.

Stockholders’ Equity. Stockholders’ equity increased $12.1 million, or 11.4%, to $118.8 million at June 30,
2007 from $106.6 million at December 31, 2006. The increase is primarily the result of $11.8 million in net
income from operaticns coupled with stock option exercises.

Comparison of Financial Condition at December 31, 2006 and December 31, 2005,

Assets. Our total assets increased $403.2 million, or 50%, to $1.2 billion at December 31, 2006 as compared
to $806.3 million at December 31, 2005. This increase was due primarily to internally generated loan growth at
Silver State Bank. Total assets also increased $138.1 million during 2006 as a result of our acquisition of Choice
Bank, which closed on September 5, 2006. Choice Bank’s total assets as of December 31, 2006 were $165.3
million. Our overall growth was supported by a private placement of common stock in the second quarter of 2006

resulting in net proceeds of $10.7 million and the issuance of $20.6 million of junior subordinated debt in the
second half of 2006.

Loans. Total loans were $1.0 billion at December 31, 2006, an increase of $369.5 million, or 57.2%, from
$646.2 million on December 31, 2005. Construction and land loans made up a majority of the increase in our
loans in 2006. Commercial real estate and commercial and industrial loans also increased. This growth was due
in part to the addition of key loan officers in 2005 and 2006. Total loans acquired as a result of the Choice Bank
acquisition were $98.3 million, primarily consisting of one- to four-family family residential loans and
residential construction loans. Total loans at Choice Bank as of December 31, 2006 were $123.6 million.

The allowance for loan losses was 1.10% of gross loans at December 31, 2006 compared to 1.29% at
December 31, 2005. The decrease in the percentage of allowance for loan losses to gross loans is primarily due to
a change in the nature and composition of the allowance as a result of the company’s Arizona operation and a
decrease in nonperforming loans. Net loan charge-offs were $598,000 for 20060, We had $132,000 in total
non-performing loans at December 31, 2006 compared to $1.2 million at December 31, 2005.

Securities. Our investment portfolio consists mainly of AAA rated US government agency securities. Qur
securities are all classifted as “available-for-sale” and are reported at fair value, with unrealized gains and losses
excluded from earnings and instead reported as a separate component of stockholders’ equity.

At December 31, 2006 securities totaled $65.3 million, a decrease of $7.9 million, or 10.8%, from $73.2
million on December 31, 2005. The decrease in our securities portfolio was primarily due to strong demand for
our loan products, which have a higher yield than investment securities. At December 31, 2006, most of our
securities had a contractual maturity date of five years or less. These medium to short-term maturities are

consistent with our current primary focus and strategy to grow the loan portfolio while using our investment
portfolio primarily for liquidity purposes.

Premises and Equipment. Our premises and equipment totaled $32.0 million at December 31, 2006, an
increase of $12.0 million, or 60.3%, from $20.0 million at December 31, 2003. This increase was primarily due
to the completion of our new administrative facility during 2006, the opening of one new branch and the property
and equipment obtained in the acquisition of Choice Bank.
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Goodwill. Our goodwill totaled $18.9 million at December 31, 2006 compared to no goodwill or other
intangible assets at December 31, 2005. The goodwill at year-end 2006 represents the primary intangible asset
arising from the acquisition of Choice Bank.

Cash and Cash Equivalents. Cash and cash equivalents totaled $35.5 million at December 31, 2006, a
decrease of $14.3 million, or 28.7%, from $49.8 million at December 31, 2005. The decrease in cash and cash
equivalents was primarily due to the acquisition of Choice Bank. We completed the acquisition of Choice Bank
on September 5, 2006. The purchase price for this transaction, including fair value of replacement stock options
and acquisition costs, was $31.6 million. The cash consideration paid to Choice Bank stockholders was $28.7
million. No stock consideration was paid other than the replacement stock options. Our focus for the past several
years has been to maintain sufficient liquidity not only to satisfy daily operational cash flow needs as they arise
from our deposit and administrative activities, but also to allow for adequate loan funding needs as they arise. We
generally attempt to limit our cash and cash equivalents by investing our excess liquidity in higher yielding assets
such as loans, securities or federat funds sold. See “—Liquidity and Capital Resources.”

Depaosits. Total deposits were $986.3 million at December 31, 2006, an increase of $340.8 million or 52.8%
from December 31, 2005. An increase in interest-bearing deposits was the primary reason for the increase in our
deposits during 2006. Interest-bearing checking accounts increased $141.2 million, or 48.08%, to $434.9 million
at December 31, 2006 from $293.7 million at December 31, 2005. Time deposits also increased $203.9 million,
or 128.9%, to $362.1 million at December 31, 2006 from $158.2 million at December 31, 2005. These increases
were driven by higher rates offered on our deposits and an increased focus on generating deposits from our
existing customers. We also believe our deposit gathering efforts benefited from the establishment and
maturation of our branch network. Total deposits also increased $103.5 million as a result of the Choice Bank
acquisition. Total deposits at Choice Bank on December 31, 2006 were $129.4 million.

Borrowings. At December 31, 2006, we had $58.0 million in advances from the FHLB, $50.0 million of
which were classified as long term borrowings and $8.0 million of which were classified as short term
borrowings. Total borrowings from the FHLB have increased $4.0 million, or 7.41%, to $58.0 million at
December 31, 2006 from $54.0 million at December 31, 2005.

Junior Suberdinated Debt. We had $38.7 million of junior subordinated debentures outstanding at
December 31, 2006 compared to $18.0 million at December 31, 2005. Qur junior subordinated debt, which is
issued to our statutory trust subsidiaries that in trn issue trust preferred securities, is considered long term
borrowing for financial reporting purposes but is included as a component of regulatory capital, subject to
limitations. During 2006, we completed two issuances of junior subordinated debentures.

On August 25, 2006, we issued $20.6 million of junior subordinated debt securities to Silver State Capital
Trust [V, a statutory trust created under the laws of the State of Delaware. The securities have quarterly interest
payments and an interest rate equal to 3-month LIBOR plus 1.60%, for an effective rate of 6.96%, as of
December 31, 2006, with principal due at maturity in 2036. The proceeds of this issuance were used to fund a
portion of the cash consideration paid to acquire Choice Bank, which closed on September 5, 2006.

On December 5, 2006, we issued $7.7 million of junior subordinated debt securities to Silver State Capital
Trust V, a statutory trust created under the laws of the State of Delaware. The securities have quarterly interest
payments and an interest rate equal to 3-month LIBOR plus 1.62%, for an effective rate of 6.98%, as of
December 31, 2006, with principal due at maturity in 2037. We used the proceeds raised in this issuance to
redeem all $7.7 million of our junicr subordinated debt securities issued to Silver State Capital Trust I on
November 28, 2001, which had semi-annual interest payments equal to 6-month LIBOR plus 3.75%.

Stockholders’ Equity, Stockholders’ equity increased $42.9 million, or 67.35%, to $106.6 million at
December 31, 2006 from $63.7 million at December 31, 2005. The increase in stockholders’ equity is primarily
the result of $20.9 million of net income from operations, the issuance of $10.7 million of common stock to
investors in a private placement, the exercise of stock options for approximately $8.1 million and $2.8 million of
replacement stock options granted as a result of the Choice Bank acquisition.
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Analysis of Net Interest Income

Net interest income represents the difference between the interest income we eam on our interest-earning
assets, such as loans and investment securities, and the expense we pay on interest-bearing liabilities, such as
deposits and borrowed funds. Net interest income depends on our volume of interest-earning assets and interest-
bearing liabilities and the interest rates we earned or paid on them.

Average Balance Sheet. The following tables presents certain information regarding our financial condition
and net interest income for the six month periods ended June 30, 2007 and 2006, and the years ended 2006, 2005
and 2004. The tables presents the average yield on interest-earning assets and the average cost of interest-bearing
liabilities for the periods indicated. We derived the yields and costs by dividing income or expense by the
average balance of interest-earning assets or interest-bearing liabilities, respectively, for the periods shown. We

denved average balances from daily balances over the pericds indicated. Interest income includes fees that we
considered adjustments to yields.

For the Six Months Ended June 30,
2007 2006

Average Average
Average Yield/ Average Yield/
Balance Interest Cost!® Balance Interest Cost

(Dollars in thousands)

Interest-earning assets

Investment securities-taxable .. ... ... . L., 5 5709 5 1327 4.69% § 76069 § 1,316 3.49%
Federal funds soldandother . .. ... ... ... ... .. ... ....... 18.637 470 5.00 22754 524 4.64
LoanstM2 e 1,208,934 61,844  10.32 725,531 36,886  10.25
FHEB stock . .. .. i e e e 4,201 99 475 2,811 66 473
Total earning as8eS . ... ...ttty e, 1,288,871 63,740 9.97% 827,205 38,792 9.46%
Non-interest earning assets
Cashanddue frombanks ....... .ot ninninnnnn 17,968 17,072
Allowance forloan 108Ses .. ... oot it s (12,389) (8,832)
LT T 68,488 33,143
Total B5SELS . .\ .\t e $1,362,938 $868,588
Interest-bearing liabilities
Interest checking . ...t it e e $ 18676 $ 101 1.09% §$1879% § 72 0.77%
Savings and money market .. ... ... e 494,714 11,537 4.70 322,550 6,220 3.89
Time deposits . ... ..ottt e 445,118 11,842 5.36 196,037 4,357 448
Total interest-bearing deposits ..............ovvvennnn. 958,508 23,480 494 537,383 10,649 4.00
Short-term bOrrOWIngs .. ...\t i 23,968 657 5.53 21,155 459 4.38
Long-termdebl ... ... . e e 52,97 1,214 4.62 44,304 927 4.22
Junior subordinateddebt ......... ... ... ... ... ..., 38,661 1,355 7.07 18,042 723 8.08

Total interest-bearing liabilities

e 1.074,108 26,706 501% 620,884 12,758 4.14%
Non-interest bearing liabilities

Non-interest bearing demand deposits ...................... 166,499 168.904
Other liabilities ... ... ... . e 9.076 3,479
Stockholders equity . ......... ... ... i 113,255 75.321

Total liabilities and stockholders” equity ................ $1,362,938 $868.588
Netinterestrate spread™ . .. ... ... .. . i 4.96% 532%
Net interest income/net interest margin™® ... ... ... ..., ... §37,034 5.719% $26,034 6.35%
Total interest-carning assets to interest-bearing liabilities .. ..... 119.99% 133.23%

(1) Net loan fees of $5.8 million and $4.2 million are included in the yield computation for the six months ended 2007 and 2006,

respectively.
(2) Non-accrual loans have been included in average foan balances.
(3) Netinterest spread represents averaze yield carned on interest-earning assets less the average rate paid on interest bearing liabilities.
(4) Net interest margin is computed by dividing net interest income by total average earning assets.
(5) Annualized.
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For the Year Ended December 31,
2006 2005 2004

Average
Average Yield/ Average
Balance Interest Cost

Average Average
Yield/ Average Yield/
Balance Interest Cost Balance Interest Cost

(Doliars in thousands}

Interest-earnings assets

Investment securities-taxable ... .. ... $ 76,505 $ 3,034 397% $ 86,342 § 2,614 3.03% $ 74088 $ 1676 22%%
Federal funds sold and other ......... 26,993 1,345 5.00 29,123 926 3.8 25,002 29 113
Loanst' 2 . o e 821,733 85378 1039 590,799 53434 9.04 436,961 31,804 7.28
FHLBstock ...........c0iivvennn 3,019 145 480 2,643 1i2 423 2,481 97 391
Totat earning assets ............ 928,250 89,906 9.69% 708,909 57,086 B05% 538532 33873 629%

Non-interest earning assets

Cash and due frombanks ............ 17,056 19,023 17,073
Allowance forloanlosses............ (9,569) (7.039) (5,296)
Other assets . .o ovvnr v eevonnncenuns 44,550 26,165 21,641
Total ASSELS ..o\ vve i $920,287 $747,058

$571.950

Interest-bearing liabilities

Interestcheeking . .............vnt $IR658 § 173 093% $ 17,998 § 132 073% $ 14790 § 39 (0.26%
Savings and money market........... 350,54% 15,197 434 317,416 3609 303 190,451 3,233 1.70
Time deposits ... ...ovvveianennn. 257414 12,599 4.89 104,668 2,993 2.86 120,708 2,901 2.40
Total interest-bearing deposits .... 626,621 27,969 4,46 440,082 12,734 2.89 325,949 6,173 1.89
Short-term borrowings .............. 19,392 898 4.63 18,886 600 3.18 16,104 324 201
Long-termdebt .................... 47,175 1,813 3.84 40,375 1,304 3.23 35,470 953 2.69
Junior subordinated debt ............ 25,393 1,876 7.39 18,042 1,123 6.22 16,792 894 5.32
Total interest-bearing liabilities ... 718,581 32,556 453 517,385 15,761  3.05 394,315 8344 2,12

Non interest-bearing liabilities

8
@)
&)
@

Non interest-bearing demand

deposits . ....... i 168,860 173,622 138,012
Other Kabilities .. ................ .. 4,830 3,341 2,644
Stockholders’ equity ...l 88,016 52,710 36,979
Total liabilities and stockholders
EQUILY .o $980,287 $747,058 $571,950
Net interest rate spread® .. _......... 5.16% 5.00% 4.17%
Net iterest income/net interest
margint® L. $57.350 6.13% $41325 5.83% $25529 4.74%

Total interest-eamning assets (o interest-

bearing liabilities ................ 126.18% 137.02% 136.57%

Net loan fees of $8.7 million, $7.3 million and $4.7 million are included in the yield computation for 2006, 2005, and 2004, respectively.
Non-accrual loans have been included in average loan balances.

Net interest spread represents average yield earned on interest-carning assets less the average rate paid on interest-bearing liabilities.

Net interest margin in computed by dividing net interest income by total average eaming assets.

Rate/Volume Analysis. The following table presents the extent to which the changes in interest rates and the

changes in volume of our interest-earning assets and interest-bearing liabilities have affected our interest income
and interest expense during the periods indicated. Information is provided in each category with respect to:

«  changes attributable to changes in volume (changes in volume multiplied by prior rate);
+  changes attributable to changes in rate (changes in rate multiplied by prior volume); and

= the net change.

17




For the Six Months Ended For the Years Ended For the Years Ended
June 30, 2007 v, 2006 December 31,2006 v. 2005  December 31, 2005 v. 2004
Increase (Decrease) Increase (Decrease) Increase (Decrease)}
Due to Changes int! Due to Changes int Due to Changes in("

Volume Rate Total Volume  Rate Total Volume Rate Total
(In thousands)

Interest on securities, taxable .... § (441) § 452 § 11 § (3% $ B10 $ 420 § 371 $ 567 $ 938
Federal funds sold 2nd other .. .. (105) 51 (54) (106) 529 423 131 499 630
Loans ............cceeeenn.. 24,706 252 24958 23,994 7950 31944 13914 7,716 21,630
FHLBstock ................. 33 — 33 18 15 33 7 8 15
Total interest income . ... 24,193 755 24948 23516 9304 32,820 14,423 8,790 23213
Interest expense:
Interest checking ......... (1} 30 29 6 35 41 24 69 93
Savings and money )
market .. ............., 4,015 1,302 5.317 1436 4,152 5,588 3844 2,532 6,376
Time deposits ............ 6,627 858 7.485 7476 2,130 9,606 (459 551 92
Short-term borrowings .. ... 71 121 198 23 275 298 g8 183 176
Long-termdebt........... 199 88 287 261 248 509 158 193 351
Junior subordinated debt . . . 723 91) 632 543 210 753 78 151 229
Total interest expense . ... 11,640 2308 13,948 9,745 7,050 16,795 3,733 3,684 7.417
Netincrease. ................. $12,553 $(1,553) $11,000 $13,771 $2,254 $16,025 310,690 $5,106 515,796

(1) Changes due to both volume and rate have b.een allocated 1o volume changes.

Comparison of Operating Results for the Six Months ended June 30, 2007 and 2006

Our results of operations depend substantially on net interest income, which is the difference between
interest income on interest-earning assets, consisting primarily of loans receivable, securities and other short-
term investments, and interest expense on interest-bearing labilities, consisting primarily of deposits and
borrowings. Our results of operations are also dependent upen our generation of non-interest income, consisting
primarily of income from the gain on sale of loans, loan servicing fees, and banking service fees. Other factors
contributing to our results of operations include our provisions for loan losses, income taxes, and the level of our

non-interest expenses, such as compensation and benefits, occupancy and equipment costs, and other
miscellaneous operating expenses.

General. Net income for the six months ended June 30, 2007 increased 23.0% over the corresponding
period in 2006, which is due to an increase in net interest income of $11.0 million and an increase in non-interest
income of $2.2 million, offset by an increase of $2.0 million to the provision for loan losses and $7.2 million in
non-interest expenses. The increase in net interest income for the six month period ended June 30, 2007 over the
corresponding period ended June 30, 2006 was primarily the result of an increase in the volume of interest-
earning assets, primarily loans,

Interest and Dividend Income. Total interest and dividend income increased $24.9 million, or 64.3%, to
$63.7 million for the six months ended June 30, 2007 from $38.8 million for the comesponding period in 2006.
These increases are primarily attributable to an increase in the average volume of earning assets, primarily loans,
The increase in the average balance of loans reflects a significant increase in our porifolio of construction and

land loans. We also experienced increases in the average volume of our commercial real estate and commercial
and industrial loan portfolios.

Interest Expense. Total interest expense increased $13.9 million, or 109.3%, to $26.7 million for the six
months ended June 30, 2007 from $12.8 million for the corresponding period in 2006. The increase primarily
reflects an increase in the average balance of interest-bearing deposits, coupled with an increase in the average
cost of such funds. In particular, the average balance of our time deposits, one of our highest cost sources of
funds, more than doubled reflecting our competitive pricing during the period. Due to the increase in market
interest rates and significant competition for deposits in cur markets the average cost of our time depaosits
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increased substantially for the first six months of 2007 compared to the corresponding period in 2006. Interest
expense on our savings and money market accounts also increased primarily due to an increase in the average
cost of these funds, as well as a significant increase in the average balance. The increase in interest expense aiso
reflects the increase in the average balance of our borrowed funds as we continued to use FHLB borrowings and
junior subordinated debt to supplement deposits to fund our operations.

Net Interest Income. Net interest income for the six months ended June 30, 2007 increased 42.3% over the
corresponding period in 2006. This was due to an increase in interest income of $24.9 million, reflecting the
effect of an increase of $461.7 million in average interest-bearing assets which was funded with an increase of
$418.7 million in average deposits which includes a decrease of $2.4 million in average non-interest bearing
deposits.

The average yield on our interest-earning assets was 9.97% for the six months ended June 30, 2007
compared to 9.46% for the corresponding period in 2006. The increase in the yield on our interest-earning assets
is a result of an increase in market rates, re-pricing on our adjustable rate loans, and new loans originated with
higher interest rates because of the higher interest rate environment. Also, loans, which typically yield more than
our other interest-bearing assets, increased as a percent of total interest-bearing assets from 87.7% for the six
months ended June 30, 2006 to 93.8% for the corresponding pertod in 2007,

The cost of our average interest-bearing liabilities increased to 5.01% in the six months ended June 30, 2007
from 4.14% in the six months ended June 30, 2006 , which is a result of higher rates paid on deposit accounts and
borrowings.

The net interest margin was 5.79% for the six months ended June 30, 2007 compared to 6.35% for the
corresponding period in 2006. A further compression of our net interest margin is expected to continue for the
balance of 2007 from increased funding costs due to significant increased competition for deposits and loans.

Provision for Loan Losses. The provision for loan losses in each period is reflected as a charge against
earnings in that period. The provision is equal to the amount required to maintain the allowance for loan losses at
a level that, in our judgment, is adequate to absorb probable loan losses inherent in the loan portfolio.

Our provision for loan losses was $3.2 million for the six months ended June 30, 2007 compared to $1.2
million for the corresponding period in 2006. Factors that impact the provision for loan losses are net charge-offs
or recoveries, changes in the size of the loan portfolio, and the recognition of changes in current risk factors. The
increase in the provision for loan losses for the six months ended June 30, 2007 primarily reflects the overall
growth of our loan portfolio and the recognition that this growth 1s primarity due to the increase in construction
and land loans which are the riskier segments of our portfolio.

The ratio of non-performing loans to total loans was 0.01% at June 30, 2007 and at December 31, 2006, The
ratio of the allowance for loan losses to non-performing loans was 12,045.4% at June 30, 2007 compared with
8,484 8% at December 31, 2006. The ratio of the allowance for loan losses to total loans was 1.09% at June 30,
2007 compared with 1.10% at December 31, 2006. Non-performing loans decreased slightly to $119,000 at
June 30, 2007 from $132,000 at December 31, 2006.

Other Income. We eam non-interest income primarily through gains on sales of loans, fees related to
services provided to deposit customers, fees related to services provided to current and potential loan customers.
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The following table presents the major categoties of non-interest income.

For the Six Months

Ended June 30
2007 2006 Increase

{In thousands)
Gain on sale Of J0ANS . .. oot $3,033 $1,870 $1,163
Service Charges .. ... . e 420 343 77
Investment securities gains, 8L ... ... .ouvre it e e 31 (3) 34
Loan servicing fees, net of amortization ........... ... . ... vt iiiiaiaennnn 250 49 201
Gain (loss) on disposal of other assels .. ...ttt (16) (43) 27
Other ... 830 85 745
Total non-Interest iBCOME .. .. ...ttt ittt et $4548 $2301 $2,247

The $2.2 million, or 37.7% increase in non-interest income from the six months ended June 30, 2006 to the

six months ended June 30, 2007 was due primarily to the increase in the gain on sales of loans, primarily due to
our SBA production loan activity,

Non-Interest Expense. The following table presents the major categories of non-interest expense.

For the Six Months Ended
June 30,
Increase
2007 2006 (Decrease)
(In thousands)
Salaries and employee benefits .. ........ ... ... e $12244 $ 7,756 $4,488
OCCUPANCY . . .. o 1,568 1,085 483
Depreciation & amortization .. ............o 0t ettt 1,205 509 696
Professional fees . ... .. . e 1,314 755 559
Advertising, public relations and business development .................... 451 394 57
Lossonotherreal estate owned . ... ... ... .. ... .. . . . ., 182 — 182
CUStOMET SErVICE EXPEISE . . . o oottt et e et e et et et 187 223 {36)
Data PrOCesSSINE . . . vttt et e e 90 200 (110)
INSULANICE .« . . 621 132 489
DireCtors €XPEMSE . .. o\ttt te ettt et e e e ) 50 54 (4)
Duesand memberships . ... ... . e 74 86 (12)
T 1,608 1,192 416
Total non-interest EXpense . ........ .. it $19,594 $12386 $7,208

Non-interest expense grew $7.2 million from the six months ended June 30, 2006 to the corresponding
period in 2007. The increase is attributable to our overall growth, and specifically to the opening of new branches
and hiring of new loan officers and other employees. At June 30, 2007, we had 310 full-time equivalent
employees compared to 189 at June 30, 2006. We recognized $223,000 of stock based compensation expense
pursuant to Statement of Financial Accounting Standards, or SFAS, No. 123R, Share Based Payment for the six
months ended June 30, 2007 compared to $90,000 for the corresponding period in 2006. Occupancy and
depreciation expense increased $1.2 million from the six months ended June 30, 2006 to the corresponding
period in 2007 as a result of additional property and fixed assets relating to our new branch offices opened since
June 30, 2006 and our new administrative center. Professional fees increased by $559,000 from the six months
ended June 30, 2006 to the corresponding period in 2007 due to the increase in the size and complexity of our
company and increased compliance and regulatory costs. Insurance expense increased by $489,000 for the six
month peried ended June 30, 2006 to the corresponding period in 2007 due primarily to an increase in FDIC
deposit insurance assessments. At March 31, 2007, both Silver State Bank and Choice Bank were deemed to be
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adequately capitalized, resulting in increased deposit insurance premiums. On June 25, 2007, the Company
received $20 million in financing pursuant to a 90-day non-revolving term loan. The proceeds of the loan were
contributed to Silver State Bank and Choice Bank as capital, thus allowing them to be deemed *well capitalized”
for regulatory purposes at June 30, 2007 without any reduction in assets. Because the Company completed the
$20 miilion financing, the Company believes the impact of the increased deposit assessment due to the two banks
being “adequately capitalized” at March 31, 2007 will be limited to only one fiscal quarter.

Income Taxes. Income tax expense increased $1.8 million, or 35.6%, to $7.0 million for the six months
ended June 30, 2007 from $5.2 miilion for the six months ended June 30, 2006. Our effective federal income tax
rate was 37.5% for the six months ended June 30, 2007, compared to 35.2% for the six months ended June 30,
2006. The increase in our effective tax rate is due primarily to increasing state income tax apportionment as a
result of the Arizona operation and an increase in certain nondeductible expenses, such as stock based

compensation expense associated with incentive stock options as a result of our adoption of SFAS 123R on
Janvary 1, 2006.

Comparison of Operating Results for the Years Ended December 31, 2006 and 2005

General. Net income was $20.9 million for the year ended December 31, 2006; an increase of $5.3 million,
or 34.0%, compared with net income of $15.6 million for the year ended December 31, 2005. Basic and diluted
earnings per common share were $1.58 and $1.52, respectively, for 2006 compared with basic and diluted
earnings per share of $1.27 and $1.19, respectively, for 2005. For the year ended December 31, 2006 our return

on average stockholders’ equity was 23.7% compared with 29.6% for 2005. Our return on average assets was
2.1% for 2006 and 2005.

- Interest and Dividend Income. Total interest and dividend income increased $32.8 million, or 57.44%, to
$89.9 million at December 31, 2006 from $57.1 million at December 31, 2005. This increase is attributable to an
increase in the average volume of earning assets, primarily loans, and an increase in average yields on those
assets. The increase in the average balance of loans reflects a significant increase in our portfolio of construction
and land loans. We also experienced increases in the average volume of our commercial real estate and
commercial and industrial loan portfolios. These portfolios all experienced significant increases in the average
yield reflecting the overall higher interest rate'environment that prevailed during 2006 compared to 2005. In
addition, we also added residential mortgage loans as a result of our acquisition of Choice Bank, which had a
positive impact on interest income for the year. Interest income on investment securities and federal funds sold
also increased reflecting higher average yields on these portfolios due to the higher interest rate environment.

Interest Expense. Total interest expense increased $16.8 million, or 106.33%, 10 $32.6 million at
December 31, 2006 from $15.8 million at December 31, 2005. The increase primarily reflects an increase in the
average balance of interest-bearing deposits, coupled with an increase in the average cost of such funds. In
particular, the average balance of our time deposits, one of our highest cost sources of funds, more than doubled
reflecting our competitive pricing. Due to the increase in market interest rates and significant competition for
deposits in our markets the average cost of our time deposits increased substantially during 2006. Interest
expense on our savings and money market accounts also increased primarily due to an increase in the average
cost of these funds, as well as a more modest increase in the average balance. The increase in interest expense
also reflects the increase in the average balance of our borrowed funds as we continued to use FHLB borrowings
and junior subordinated debt to supplement deposits to fund our operations. Consistent with our deposits, the
average cost of funds for these borrowings also increased in the higher interest rate environment.

Net Interest Income. Net interest income increased $16.1 milkion, or 38.98%, to $57.4 million at
December 31, 2006 from $41.3 million at December 31, 2005. The increase in net interest income was due to the
overall growth in our balance sheet and improved net interest margin. The net interest margin for the year ended
December 31, 2006 was 6.2% compared to 5.8% at December 31, 2005. Our net interest margin is expected to be

adversely affected in the future by increased funding costs due to significant increased competition for deposits
and loans.
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Provision for Loan Losses. Qur provision for loan losses increased by $471,000, or 20.48%, to $2.8 million
for the year ended December 31, 2006 compared with $2.3 millien for the year ended December 31, 2005. Net
charge-offs for the year ended December 31, 2006 were $598,000 compared with $87,000 for the year ended
December 31, 2005. Our allowance for loan losses increased $2.9 million, or 34.94%, to $11.2 miilion at
December 31, 2006 from $8.3 million at December 31, 2005, The increase in the allowance for loan losses
primarily reflected the addition of the Choice Bank allowance for loan losses of $663,000 and the $2.8 million
provision for loan losses as a result of our significant loan growth,

Non-performing loans decreased $1.1 million to $132,000 at December 31, 2006 from $1.2 million at
December 31, 2005. The decline is a result of two non-accrual loans being paid off and one loan which was

partially charged off. During the year one new loan was placed on non-accrual status, bringing the total number
of loans or non-accrual status to three.,

The ratio of non-performing loans to total loans was 0.01% at December 31, 2006 compared with 0.19% at
December 31, 2005. The ratio of the aillowance for loan losses to non-performing loans was 8,484.8% at
December 31, 2006 compared with 683.2% at December 31, 2005. The ratio of the allowance for loan losses to
total loans was 1.10% at December 31, 2006 compared with 1.29% at December 31, 2005.

Although we believe that we have established and maintained the allowance for loan losses at adequate
levels, additions may be necessary if future economic and other conditions differ substantially from the current
operating environment. Although we use the best information available, the level of the allowance for loan losses

remains an estimate that is subject 1o significant judgment and short-term change. See “—Critical Accounting
Policies.”

Other Income. Total non-interest income increased $1.1 million, or 22.9%, to $5.9 million for the year
ended December 31, 2006 from $4.8 million for the year ended December 31, 2005. This increase is primarily
attributable to an increase in gain on sales of loans. Proceeds from our loan sales totaled $84.1 million in 2006,
compared tc $55.3 million in 2005. Proceeds from our loan sales are primarily due to our SBA loan production

activity. To a lesser extent, proceeds from our loan sales reflect sales of commercial real estate loans. The table
below represents a break-down of our other income.

For the Years Ended For the Years Ended
December 31, December 31,

Increase Increase
2006 2005 (Decrease) 2005 2004 (Decrease)

{In thousands)

Gainonsaleofloans . ........................ $4,168 $3344 § 824 $3344 $2.667 $ 677
Servicecharges ................ . ... .. ... 759 941 (182) 941 1,078 (137)
Investment securities gains (losses), net .......... (6) (6) — 6) — (&
Loan servicing fees, net of amortization . ......... 176 58 118 58 308 (250)
Gain (loss) on disposal of other assets ........... (44) (40) 4) (40) 22 (62)
Other ... e 364 482 382 482 467 15

................. $5,917 $4,779 $1,138  $4,779 $4,542  §237

Non-Interest Expense. Non-interest expense increased $8.0 million, or 40.40%, 1o $27.8 million for the .
year ended December 31, 2006 from $19.8 million for the year ended December 31, 2005. The increase reflects ‘
our overall growth. Salaries and employee benefit costs increased $4.2 million as a result of additional employees
and increased benefit costs. Our number of full time equivalent employees increased from 164 at December 31,
2005 to 268 at December 31, 2006. For the year ended December 31, 2006, we recognized $341,000 of stock
based compensation expense pursuant to Statement of Financiat Accounting Standards, or SFAS, No. 123R,
Share Based Payment. For the year ended December 31, 2005, we recorded $1.6 million of stock option expense
as a result of our accelerating the vesting of 975,000 stock options. The stock option expense recorded in 2005

G s
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was pursuant to Accounting Principal Bulletin, or APB, Opinion 25, Accounting for Stock Issued to Employees,
and related interpretations. Occupancy expense increased $639,000 as the result of additional property and fixed
assets relating to our new branch offices and administrative center. Professional fees increased by $860,000 due
to the increase in the size and complexity of our company and increased compliance and regulatory costs. Other
non-interest expense increased $1.2 million from December 31, 2005 to $2.9 million for December 31, 20086.
This increase, in general, is the result of the growth of the assets and operations of our two subsidiary banks. The
table below sets forth the components of our non-interest expense.

For the Years Ended For the Years Ended
December 31, December 31,

Incrense Increase

2006 2005 {Decrease) 2005 2004 (Decrease)
(In thousands)

Salaries and employee benefits . ............ $17,176 $12,938 $4,238 $12938 § 8,321 $4,117

Ocoupancy . . ..o 2,583 1,544 639 1,944 1,694 250
Depreciation & amortization .............. 1,531 1,041 490 1,041 1,054 (13)
Professional fees ........ ... ... ... ...... 1,560 700 860 700 730 30)

Advertising, public relations and business

development ... ... ... ... .............. 751 359 192 559 374 185

Customer Service eXpense .. .. ............. 378 201 177 201 164 37

Data processing . ...........vivreiaeann. 351 328 23 328 303 25
Insurance ................ ... . ... ... ... 296 246 50 246 276 (30

Directorsexpense ....................... 131 126 5 126 117 9
Dues and memberships ................... 146 83 63 83 %94 (1)
Other ... . e 2,924 1,680 1,244 1,680 1.2 32)

Total non-interest expense ............ $27.827 $19,846 $7,981 $19,846 S$15339%  $4,507

Income Taxes. Income tax expense increased $3.4 million, or 40.96%, to $11.7 million for the year ended
December 31, 2006 from $8.3 million for the year ended December 31, 2005. Qur effective rate for 2006 was
36.0% as compared to 34.6% for the year ended December 31, 2005. The increase in our effective tax rate is due
primarily 1o increasing state incomne tax apportionment as a result of the Arizona operation and an increase in
certain nondeductible expenses, such as stock based compensation expense associated with incentive stock
options as a result of our adoption of SFAS 123R on January 1, 2006.

Comparison of Operating Results for the Years Ended December 31, 2005 and 2004

General. Net income was $15.6 million for the year ended December 31, 2005, an increase of $7.1 million,
or 83.5%, compared with net income of $8.5 million for the year ended December 31, 2004. Basic and diluted
earnings per common share were $1.27 and $1.19, respectively, for 2005 compared with basic and diluted
earnings per share of $0.72 and $0.70, respectively, for 2004, For the year ended December 31, 2005 our return

on average stockholders’ equity was 29.6% compared with 23.0% for 2004. Our return on average assets for
2005 was 2.1% compared with 1.5% for 2004.

Interest and Dividend Income. Total interest and dividend income increased $23.2 million, or 68.4%, to
$57.1 million at December 31, 2005 from $33.9 million at December 31, 2004. This increase is attributable to an
increase in the average volume of earning assets, primarily loans, and an increase in the average yields on those
assets. The increase in the average balance of loans reflects a significant increase in our portfolio of construction
and land leans due primarily to additional loan officers and higher legal lending limits. We also experienced
increases in the average volume of our commercial real estate and commercial and industrial loan portfolios.
These portfolios all experienced significant increases in average yield as interest rates increased during 2005.
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Interest Expense. Total interest expense increased $7.5 mitlion, or 90.4%, to $15.8 million at December 31,
2005 from $8.3 million at December 31, 2004. The increase is a direct result of an overall increase in the average
balance of interest-bearing deposits, coupled with an increase in the average cost of such funds. Due to the
increase in market interest rates and significant competition for deposits in our markets the average cost of our
time deposits increased significantly during 2005. Interest expense on our savings and money market accounts
also increased primarily due to an increase in the average cost of these funds, as well as more modest increases in
the average balance. The increase in interest expense also reflects the increase in the average balance of our
borrowed funds as we continued to use FHLB borrowings and junior subordinated debt to supplement deposits to

fund our operations. Consistent with our deposits, the average cost of funds for these borrowings also increased
in the higher interest rate environment.

Net Interest Income. Net interest income increased $15.8 million, or 62.0%, to $41.3 million at
December 31, 2005 from $25.5 million at December 31, 2004. The increase in net interest income was due to the
overall increase in our balance sheet and in our net interest margin. The net interest margin for the year ended
December 31, 2005 was 5.8% compared to 4.7% at December 31, 2004. This increase reflects the impact of the
rising interest rate environment, which increased our average yields more significantly than our average cost of
funds as our interest-earning assets generally repriced more quickly than our interest-bearing liabilities.

Provision for Loan Losses. Our provision for loan losses increased by $600,000, or 35.3%, to $2.3 million
for the year ended December 31, 2005 compared with $1.7 million for the year ended December 31, 2004. Net
charge-offs for the year ended December 31, 2005 were $87,000 compared with $467,000 for the year ended
December 31, 2004. Our allowance for loan losses increased $2.2 million, or 36.1%, to $8.3 million at
December 31, 2005 from $6.1 million at December 31, 2004. This increase is primarily attributed to our loan
growth and, to a lesser extent, the increase in our non-performing loans.

Non-performing loans increased $743,000 to $1.2 million at December 31, 2005 from $474,000 at
December 31, 2004.

The ratio of non-performing loans to total loans was .19% at December 31, 2005 compared with ,09% at
December 31, 2004. The ratio of the allowance for loan losses to non-performing loans was 683.2% at
December 31, 2005 compared with 1,276.6% at December 31, 2004, The ratio of the allowance for loan losses to
total loans was 1.29% at December 31, 2005 compared with 1.16% at December 31, 2004. The increase in this
ratio is primarily attributed to an increase in non-performing loans at December 31, 2005.

Other Income. Tolal non-interest income increased $237,000, or 5.2%, to $4.8 million for the year ended
December 31, 2005, This increase is primanily attributable to an increase in gain on sale of loans. Proceeds from
our loan sales totaled $55.3 million in 2005, compared to $37.8 million in 2004. Proceeds from our loan sales are

primarily due to our SBA loan production activities. To a lesser extent, proceeds from our loan sales reflect sales
of commercial real estate loans.

Non-Interest Expense, Non-interest expense increased $4.5 million, or 29.4%, 10 $19.8 million for the year
ended December 31, 2005 from $15.3 million for the year ended December 31, 2004, generally reflecting the
overall growth of our company. Salaries and employee benefit costs increased $4.1 million as a result of
additional employees and increased benefit costs. Our number of full 1ime equivalent employees increased from
131 at December 31, 2004 to 164 at December 31, 2005. In December of 2005, we accelerated the vesting of
975,000 stock options. As a result of this action, we recognized stock option expense of $1.6 million in 2003.

Income Taxes. Income tax expense increased $3.8 million, or 84.4%, to $8.3 million for the year ended i
December 31, 2005 from $4.5 million for the year ended December 31, 2004. Our effective tax rate for 2005 was
34.6% as compared to 34.4% for the year ended December 31, 2004.
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Liquidity and Capital Resources

The term “liquidity” refers to our ability to generate adequate amounts of cash to fund loan originations,
deposit withdrawals and operating expenses. Qur primary sources of funds are cash received from scheduled
amortization and prepayments of loans, new deposits, borrowed funds, maturities and calls of investment
securities and funds provided by our operations. Qur membership in the FHLB provides us access to additional
sources of borrowed funds, which is generally limited to twenty times the amount of FHLB stock owned.

Deposit flows, calls of investrent securities and borrowed funds, and prepayments of loans and mortgage-
backed securities are strongly influenced by interest rates, general and local economic conditions and
competition in the marketplace. These factors reduce the predictability of the timing of these sources of funds.

We experienced an increase in deposits of $237.3 million (excluding $103.5 million in deposits obtained
through the Choice Bank acquisition) during the year ended December 31, 2006 compared with a net increase of
$73.1 million during the year ended December 31, 2005. Deposit flows are affected by the level of market
interest rates, the interest rates and products offered by competitors, the volatility of equity markets and other
factors. At December 31, 2006, there were $337.7 million in time deposits scheduled to mature within one year,
Based on our historical experience and competitive pricing practices, we expect to be able to retain or replace a
substantial portion of these maturing deposits.

We experienced an increase in deposits of $259.0 million during the six months ended June 30, 2007
compared with a net increase of $120.3 million during the six months ended June 30, 2006. Deposit flows are
affected by the level of market interest rates, the interest rates and products offered by competitors, the volatility
of equity markets and other factors.

For the year ended December 31, 2006, we experienced a net decrease in other borrowed funds, federal
funds purchased and securities sold under repurchase agreements of $4.5 million dollars, compared to a net
increase of $12.1 million dollars during 2005. The net decrease in 2006 reflects our ability to fund our asset
growth primarily through deposits. Borrowed funds increased to $96.7 million from $72.0 million for 2005. The
increase in borrowed funds during 2005 was primarily due to our funding a portion of the cash consideration for
the acquisition of Choice Bank.

For the six months ended June 30, 2007, we experienced a net increase in other borrowed funds, federal
funds purchased and securities sold under repurchase agreements of approximately $23.1 mitlion, compared to a
net decrease of $4.8 million during the six months ended June 30, 2006. The net decrease in the first six months
of 2006 reflects our ability to fund our asset growth primarily through deposits. Borrowed funds increased to
$130.3 million at June 30, 2007 from $96.7 million at December 31, 2006. The increase in borrowed funds
helped to continue to fund our asset growth,

Our primary use of funds is for the origination of construction and land loans, commercial loans and
commercial real estate loans. Our net increase in total loans was $272.1 million (excluding $38.3 million in gross
loans obtained as a result of the Choice Bank acquisttion) during the year ended December 31, 2006 compared
with $124.7 million during the year ended December 31, 2005. Our net increase in total loans was $295.4 million
during the six months ended June 30, 2007 compared with $122.6 million during the six months ended June 30,
2006. The increase in net loans for 2006 reflected the overall increase in demand for commercial loans in the
markets in which we operate.

Our net increase in total loans was $295.4 million during the six months ended June 30, 2007 compared
with $122.6 million during the six months ended June 30, 2006. The increase in net loans for the first six months
of 2007 reflected the overall increase in demand for commercial loans in the markets in which we operate.

Cash flow from our investment activities included purchases of securities for our investment portfolio
during the year ended December 31, 2006 which were $91.3 million compared with $97.7 million during the year
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ended December 31, 2005. The decrease in purchases of securities reflected the strong demand for our loan
products, which are higher yielding interest-earning assets. The proceeds from maturing of securities available
for sale were $60.2 million during the year ended December 31, 2006 compared with $35.7 million during the
year ended December 31, 2005. The proceeds from sale of securities available for sale were $44.0 million during
the year ended December 31, 2006 compared with $40.2 million during the year ended December 31, 2005.

Cash flow from our investment activities included purchases of securities for our investment portfolio
during the six months ended June 30, 2007 which were $18.4 million, compared with $67.6 million during the
six months ended June 30, 2006. The decrease in purchase of securities reflected the strong demand for our loan
products, which are higher yielding interest-earning assets. The proceeds from the maturity of securities available
for sale were $26.9 million during the six months ended June 30, 2007 compared with $44.3 million during the
six months ended June 30, 2006. The proceeds from sale of securities available for sale were $4.3 million during
the six months ended June 30, 2007 compared with $19.1 million during the six months ended June 30, 2006.

In 2006, our primary source of liquidity at the holding company level was the issuance of $10.7 million of
common stock to investors in a private placement and the issuance of junior suberdinated debt. On August 25,
2006 we issued $20.6 million of junior subordinated debt securities to Silver State Capital Trust IV, a statutory
trust created under the laws of the State of Delaware. The securities have quarterly interest payments and an
interest rate equal to 3-month LIBOR plus 1.60%, for an effective rate of 6.96%, as of December 31, 2006, with
principal due at maturity in 2036. The proceeds of this offering were used to fund a portion of the cash
consideration of the purchase price for the acquisition of Choice Bank, which ¢losed on September 5, 2006.

On December 5, 2006 we issued $7.7 million of junior subordinated debt securities to Silver State Capital
Trust V, a statatory trust created under the laws of the State of Delaware. The securities have quarterly interest
payments and an interest rate equal to 3-month LIBOR plus 1.62%, for an effective rate of 6.98%, as of
December 31, 2006, with principal due at maturity in 2037. We used the proceeds raised in this offering to
redeem all $7.7 million of our junior subordinated debt securities issned to Silver State Capital Trust I on
November 28, 2001, which had semi-annual interest payments equal to 6-month LIBOR plus 3.75%.

Other sources of liquidity for Silver State Bancorp may include dividend payments from our subsidiary
banks. During 2005 and 20086, and the first six months of 2007, Silver State Bancorp did not receive any capital
distributions from its subsidiary banks. Applicable federal and state 1aw may limit the amount of capital
distributions our bank subsidiaries may make.

At December 31, 2006, we exceeded all regulatory capital requirements and are considered to be “well-
capitalized” with a total capital to risk weighted assets of 11.6%, Tier 1 capital to risk weighted assets of 10.5%
and a Tier 1 capital to average assets, or leverage, ratio of 10.5%.

On June 25, 2007, the Company received $20 million in financing pursuant to a 90-day non-revolving term
loan. The proceeds of the loan were contributed to Silver State Bank and Choice Bank as capital, thus allowing
them to be deemed “well capitalized” for regulatory purposes at June 30, 2007 without any reduction in assets.
Both Silver State Bank and Choice Bank were considered “adequately capitalized” at March 31, 2007, resulting
in increased deposit insurance premiums. However, because the Company completed the $20 million financing,
the Company believes the impact of the increased deposit assessment due to the two banks being “adequately
capitalized” at March 31, 2007 will be limited to only one fiscal quarter.

Although the $20 million financing allowed the two banks to be “well capitalized” as of June 30, 2007, it
did not increase the Company’s consolidated capital or affect the Company’s capital status as a bank holding
company. As a result of the Company’s continued growth, at June 30, 2007, the Company as a bank holding
company was deemed to be “adequately capitalized” pursuant to regulatory capital definitions with a total capital
to risk weighted assets of 9.9%, Tier 1 capital to risk weighted assets of 9.0% and a Tier 1 capital to average
assets, or leverage, ratio of 9.6%. On July 23, 2007 we completed our initial registered public offering of
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common stock raising approximately $25.8 million of net proceeds or $30.0 million of net proceeds if the over
allotment is exercised in full by the underwriters. On July 24, 2007, the company issued $30 million of trust
preferred securities, in a private placement, similar to our previous trust preferred securities issuances. The
Company expects the proceeds from the issuance to count as capital for regulatory capital purposes. The issuance
was part of a pooled offering involving other participating issuers, and was made pursuant to an applicable
exemption from registration under the Securities Act of 1933, as amended. As a result of the issuance of trust
preferred securities and the closing of the initial registered public offering, the Company will again be classified
as well capitalized for regulatory purposes.

Critical Accounting Policies

Note 1 to our consolidated financial statements contains a summary of our significant accounting policies.
We believe our policies with respect to the methodology for our determination of the allowance for loan losses
and asset impairment judgments, including other than temporary declines in the value of our securities, involve a
high degree of complexity and require management to make difficult and subjective judgments which often
require assumptions or estimates about highly uncertain matters. Changes in these judgments, assumptions or
estimates could cause reported results to differ materiatly. These critical policies and their application are

continually reviewed by management, and are periodically reviewed with the Audit Committee and our Board of
Directors.

Allowance for Loan Losses. The allowance for loan losses is a valuation allowance for probable losses
incurred in the loan portfolio. Our allowance for loan loss methodology incorporates a variety of risk
considerations in establishing an allowance for loan loss that we believe is adequate to absorb losses in the
existing portfolio. Such analysis addresses our historical loss experience, delinquency and charge-off trends,
trends in volume and terms of loans, cotlateral value, changes in loan policies, national and local market
economic trends, size and complexity of credits, credit concentrations, peer group comparisons and other
considerations. This information is then analyzed to determine “estimated loss factors” which, in turn, is assigned
to each loan category. We also closely evaluate each credit graded “watch list/special mention” and below to
individually assess the appropriate specific loan loss reserve on such credits. In addition to ongoing internal loan
review monitoring and risk assessment, management utilizes independent loan review firms to review our loan
underwriting and credit administration practices, which also assists management with determining the
appropriateness of our allowance for loan losses.

Our primary lending emphasis is commercial real estate loans, construction loans and land acquisition and
development loans for both residential and commercial projects. As a result of our lending practices, we also
have a concentration of loans secured by real property located in Nevada. Based on the composition of our loan
portfolio and the growth in our loan portfolio, we believe the primary risks inherent in our portfolio are increases
in interest rates, a decline in the economy, generally, and a decline in real estate market values. Any one or a
combination of these events may adversely affect our loan portfolio resulting in increased delinquencies, loan
losses and future levels of provisions. We consider it important to maintain the ratio of our allowance for loan

losses to total toans at an acceptable level given current economic conditions, interest rates and the composition
of our portfolio.

The allowance for loan losses is increased by the provision for loan losses charged to expense and reduced
by loans charged off, net of recoveries. Provisions for loan losses are made on both a specific and general basis.
Specific allowances are provided on impaired credits pursvant to SFAS No. 114 “Accounting by Creditors for
Impairment of a Loan.” The general component of the allowance for loan losses is based on historical loss
experience and adjusted for qualitative and environmental factors pursuant to SFAS No. 5 “Accounting for
Contingencies” and other related regulatory guidance. At least annually, we review the assumptions and formulas

related to our general valuation allowances in an effort to update and to refine our allowance for loan losses in
light of the various factors described above.
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We consider the ratio of the allowance for loan losses to total loans at December 31, 2006 and June 30,
2007, given the primary emphasis and current market conditions, to be at an acceptable level. Furthermore, the
increase in the allowance for loan losses during 2006 and the first three months of 2007 reflected the growth in
the loan portfolio, the low levels of loan charge-offs, the stability in the real estate market and the resulting
stability in our overall loan quality.

Although we believe that we have established and maintained the allowance for loan losses at adequate
levels, additions may be necessary if future economic and other conditions differ substantially from the current
operating environment. Although management uses the best information available, the level of the allowance for
loan losses remains an estimate that is subject to significant judgment and short-term change.

Asset Impairment Judgments. Certain of our assets are carried in our consolidated statements of financial
condition at fair value or at the lower of cost or fair value. Valuation allowances are established when necessary
to recognize impairment of such assets. We periodically perform analyses to test for impairment of various '
assets. In addition to our impairment analyses related to loans discussed above, another significant impairment
analysis relates to the value of other than temporary declines in the value of our securities.

Our available for sale portfolio is carried at estimated fair value, with any unrealized gains and losses, net of
taxes, reported as accumulated other comprehensive income in stockholders’ equity. We conduct a periodic
review and evaluation of the securities portfolio to determine if the value of any security has declined below its '
carrying value and whether such decline is other than temporary. If such decline is deemed other than temporary,
we would adjust the carrying amount of the security by writing down the security to fair market value through a
charge to current period operations. The market values of our securities are significantly affected by changes in
interest rates. In general, as interest rates rise, the market value of fixed-rate securities will decrease; as interest
rates fall, the market value of fixed-rate securities will increase. With significant changes 1n interest rates, we
evaluate our intent and ability to hold the security for a sufficient time to recover the recorded principal balance.
Estimated fair values for securities are based on published or securities dealers’ market values. :

Valuation of Servicing Rights. We generally retain the right to service the guaranteed and unguaranteed
portion of SBA loans sold to others. We generally receive a standard fee for providing this servicing function.
The cost allocated to the servicing rights retained has been recognized as a separate asset and is being amortized
in proportion to and over the period of estimated net servicing income. This asset is included in other assets in
the accompanying balance sheets.

Servicing rights are periodically evaluated for impairment. Servicing rights are stratified based on
origination dates. Fair values are estimated using a discounted cash flow model which utilizes various
assumptions including prepayment speeds and current market rates of interest or other available information. As
of December 31, 2006, we had total servicing rights of $705,000. As of June 30, 2007, we had total servicing
rights of $950,000. No impairments were recognized during the six months ended June 30, 2007 or the years :
ended December 31, 2006, 2005 and 2004,

Goodwill Impairment. Goodwill is presumed to have an indefinite useful life and is tested, at least annually,
for impairment at the reporting unit level. Impairment exists when the carrying amount of goodwill exceeds its
implied fair value. We use the quoted market price of our common stock on our impairment testing date and
allocate the fair value to our reporting units. If the fair value of our reporting unit with goodwill exceeds its
carrying amount, further evaluation is not necessary. However, if the fair value of our reporting unit with
goodwill is less than its carrying amount, further evaluation is required to compare the implied fair value of the
reporting unit’s goodwill to its carrying amount to determine if 2 write-down of goodwill is required.

We would test our goodwill for impairment between annual tests if an event occurred or circumstances ]
changed that would more likely than not reduce the fair value of our reporting unit below its carrying amount.

The identification of additional reporting units or the use of other valuation techniques could resuit in materially
different evaluations of impairment.
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Quantitative and Qualitative Disclosure About Market Risk

As a financial institution, our primary component of market risk is interest rate volatility. Net interest
income is the primary component of our net income, and fluctuations in interest rates will ultimately affect the
level of both income and expense recorded on a large portion of our assets and liabilities. Fluctuations in interest
rates will also affect the market value of all interest-earning assets, other than those that possess a short term to
maturity. During 2006, the market yield curve inverted, primarily due to increases in short-term market interest
rates. During the first six months of 2007, the market yield curve has alternatively inverted or been flat. This
interest rate environment had an adverse impact on our net interest income as our interest-bearing liabilities
generally reflect movements in short-term rates, while our interest-earning assets, a majority of which have initial
} terms L0 maturity or repricing greater than one year, generally reflect movements in long-term interest rates.

b e

The impact of interest rate changes on our interest income is generally felt in later periods than the impact
on our interest expense due to the timing of the recording on the balance sheet of our interest-earning assets and
interest-bearing liabilities. The recording of interest-earning assets on the balance sheet generally lags the current
market due to normal delays of up to three months between the time we commit to originate or purchase a Joan
and the time we fund the loan, while the recording of interest-bearing liabilities on the balance sheet generally
reflects the current market rates.

O,

Our primary source of funds has been deposits, consisting primarily of interest-bearing checking accounts
and time deposits, which have substantially shorter terms to maturity than our loan portfolio. We use securities
sold under agreements to repurchase and FHLB advances as additional sources of funds. These borrowings
generally have a long-term to maturity, in an effort to offset our short-term deposit liabilities and assist in
managing our interest rate risk. Certain of these borrowings have call options that could shorten their maturities
in a changing interest rate environment.

. e e

Net Interest Income. The computation of prospective effects of hypothetical interest rate changes are based
on numerous assumptions, including relative levels of market interest rates, asset prepayments and deposit decay,
and should not be relied upon as indicative of actual results. Further, the computations do not contemplate any
actions we may undertake in response to changes in interest rates. Actual amounts may differ from the
projections set forth below should market conditions vary from underlying assumptions.

ko Bt YT PR ot g St

Sensitivity of Net Interest Income

At March 31, 2007

Percentage
Adjusted Net Change
Interest Rate Scenario Interest Income from Base
(Dollars in thousands)
Up300basis points . .. ...ttt ei i e 376,442 7.6%
Up200basis points . ...oovuir i e 74,633 5.1
1 Up 100 Basis POINLS . ... vve ittt eaii e cri i aiaaeenas 72,829 2.6
BASE .. e 71,014 —
Down 100 basis points . . . ..ot ie i e 69,175 (2.6)
Down 200 basis points . . ... .. .ottt e it 67,329 (5.2)
: Down 300 basis POINLS . ...\« o vt ene et 65,452 (7.8)

Our percentage change for increases or decreases in interest income by 100 basis points were 2.6% and
(2.6%} for the three months ended 2007 as compared to 2.6% and (2.6%) for the year ended 2006 and 5.7% and
(5.7%) for the year ended 2005.

! There have not been any material changes in our market risk, including interest rate risk as expressed in the
‘ above table, from March 31, 2007 to June 30, 2007.
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Off-Balance Sheet Arrangements and Contractual Obligations

We are a party to certain off-balance sheet arrangements, which occur in the normal course of our business,
to meet the credit needs of our customers and the growth initiatives of cur subsidiary banks. These arrangements
are primarily commitments to originate and purchase loans, and to purchase securities. We did not engage in any
hedging transactions that use derivative instruments (such as interest rate swaps and caps) during 2006 and the
first six months of 2007 and did not have any such hedging transactions in place at December 31, 2006 or
June 30, 2007, which would create other off-balance sheet arrangements.

The following table reports the amounts of our contractual cbligations and financial instruments with
off-balance sheet risk as of December 31, 2006.

At December 31, 2006
Payments Due By Period

Less Than 1-3 3-5 After
Contractual Obligation Total 1 Year Years - Years 5 Years
{In thousands)
Longtermborrowedfunds .......................... $50,000 $10,000 $30,000 $10,000 $ —
Junior subordinated deferrable interest debentures ... ... ., 38,661 — —_ —_ 38,661
Operating lease obligations .. ............c...0ooon... 6,526 926 1,398 1,160 3,012
Total ... $95,187 $10,926 $31,398 $11,190 $41.673
Al December 31, 2006
Total Amount of Commitment Expiration Per Period
Amounts Less Than 1-3 3-5 After
Other Commitments Committed 1 Year Years Years 5 Years
(In thousands)
Commitments toextend credit . .................... $381,758 $247.621 $88,262 § 9024 $36,851
Standby letters of credits . ... ........ ... ... ... ..., 5,391 1,781 792 2,818 —
Total ... . e $387,149 $249.402 $89,054 S11,842 $36,851

Commitments to extend credit are agreements to lend money to a customer as long as there is no violation
of any condition established in the contract. Since some commitments are expected to expire without being
drawn upon, the total commitment amounts do not necessarily represent future cash requirements. Qur bank
subsidiaries evaluate each customer’s credit-worthiness on a case-by-case basis. The amount of collateral we
obtain, if deemed necessary, is based on management’s credit evaluation of the borrower. Our commitments

associated with commitments to extend credit were $565.7 million at June 30, 2007 compared to $381.8 million
at December 31, 2006.

Additionally, we offer standby letters of credit to our customers, Standby letters of credit are conditional
commitments used by our subsidiary banks to guarantee the performance of a customer to a third party. These
guarantees are primarily issued to support public and private borrowing arrangements. The credit risk involved in
issuing these letters of credit is essentially the same as that involved in extending loan facilities to customers.
Collateral held in support of these standby letters of credit varies based on the customer’s credit-worthiness. We
are not obligated to advance further amounts on credit lines if the customer is delinquent, or otherwise in
violation of the agreement. Commitments under standby letters of credit were $5.4 million as of December 31,
2006 and $3.8 million as of June 30, 2007,

We also have entered into long-term contractual obligations consisting of advances from Federal Home
Loan Bank (FHLB). These advances are secured with collateral generally consisting of securities. As of June 30,
2007, these long-termn FHLB advances totaled $56.6 million and will mature by Qctober 25, 2010.

During the six months ended June 30, 2007, the Company has entered into three lease agreements for future
branch locations. Two of the leases have a term of ten years and aggregate initial annual lease payments of
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approximately $244,000. The third lease has a term of twenty years and an initial annual lease commitment of
approximately $300,000. Each of these agreements requires incremental rental increases over the lease terms as
outlined in each respective lease agreement.

We have also committed to irrevocably and unconditionally guarantee the following payments or
distributions with tespect to the holders of trust preferred securities to the extent that Silver State Capital Trust II,
Silver State Capital Trust TT, Silver State Capital Trust [V and Silver State Capital Trust V have not made such
payments or distributions: (1) accrued and unpaid distributions, (2} the redemption price, and (3} upon a
dissolution or termination of the trust, the lesser of the liquidation amount and all accrued and unpaid
distributions and the amount of assets of the trust remaining available for distribution. We do not believe that
these off-balance sheet arrangements have or are reasonably likely to have a material effect on our financeial
condition cash flows, revenues or expenses, results of operations, liquidity, capital expenditures, or capital
resources. However, there can be no assurance that such arrangements will not have any such future effects.

Recent Accounting Pronouncements

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets — an
amendment of FASB Statement No. 140,” which amends SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities” with respect to the accounting for separately
recognized servicing assets and servicing liabilities. SFAS No. 156 requires all separately recognized servicing
assets and servicing liabilities to be initially measured at fair value, if practicable, and permits an entity to choose
either the amortization method, which is consistent with current accounting principles generally accepted in the
United States of America, commonly referred to as GAAP, or fair value measurement method for subsequent
measurements. Additionally, at the initial adoption, SFAS No. 156 permits a one-time reclassification of
available-for-sale securities to trading securities by entities with recognized servicing rights, without calling into
question the treatment of other available-for-sale securities, provided that the securities are identified in some
manner as offsetting the entity’s exposure to changes in the fair value of servicing assets or servicing liabilities
that a servicer elects to subsequently measure at fair value. SFAS No. 156 is effective as of the beginning of the
first fiscal year that begins after September 15, 2006. Upon our adoption of SFAS No. 156 on January 1, 2007,
we elected to apply the amortization method for measurements of our mortgage servicing rights and we did not
reclassify any of our available-for-sale securities to trading securities. We do not expect SFAS No. 156 to have a
material impact on our financial condition or results of operations,

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109.” This interpretation clarifies the accounting for uncertainty in income
taxes recognized in an enterprise’s financial statements in accordance with FASB Statement No. 109,
“Accounting for Income Taxes.” The interpretation prescribes a recognition threshold and measurement attribute
for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. The interpretation also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure and transition. FASB Interpretation No, 48 is effective for fiscal years
beginning after December 15, 2006. The application of FASB Interpretation No. 48 is not expected to have a
significant impact on our financial condition or results of operations.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. This statement provides
guidance for using fair value to measure assets and liabilities. The FASB believes the standard also responds to
investors’ requests for expanded information about the extent to which companies measure assets and liabilities
at fair value, the information used to measure fair value, and the effect of fair value measurements on earnings.
Siatement 157 applies whenever other standards require (or permit) assets or liabilities to be measured at fair
value but does not expand the use of fair value in any new circumstances. This Statement is effective for
financial statements issued for fiscal years beginning after November 15, 2007. The application of SFAS No. 157
is not expected to have a material impact on our financial condition or results of operations.
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In September 2006, the FASB ratified the consensus of the Emerging Issues Task Force, or EITF, Issue
No. 06-4, Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-
Dollar Life Insurance Arrangement. EITF 06-4 applies to endorsement split dollar life insurance policies that
provide a benefit to an employee that extends to postretirement periods and requires an employer to recognize a
liability for future benefits over the service period based on the substantive agreement with the employee.
EITF 06-4 is effective for fiscal years beginning after December 15, 2007, with early adoption permitted. We do
not expect EITF 06-4 to have a material impact on our consolidated financial statements.

In September 2006, the FASB ratified a consensus reached by the EITF on Issue No. 06-5, “Accounting for
Purchases of Life Insurance — Determining the Amount That Could Be Realized in Accordance with FASB
Technical Bulletin No. 85-4.” Technical Bulletin No. 85-4, ““Accounting for Purchases of Life Insurance,”
requires that the amount that could be realized under a life insurance contract as of the date of the statement of
financial condition should be reported as an asset. The EITF concluded that a policyholder should consider any
additional amounts (i.e., amounts other than cash surrender value) included in the contractual terms of the policy
in determining the amount that could be realized under the insurance contract. When it is probable that
contractual restrictions would limit the amount that could be realized, these contractual limitations shouid be
considered when determining the realizable amounts. Amounts that are recoverable by the policyholder at the
discretion of the insurance company should be excluded from the amount that could be realized. Amounts that
are recoverable beyond one year from the surrender of the policy should be discounted to present value. A
policyholder should determine the amount that could be realized under the insurance contract assuming the
surrender of an individual-life by individual-life policy (or certificate by certificate in a group policy). Any
amount that would ultimately be realized by the policyholder upon the assumed surrender of the final policy (or
final certificate in a group policy) should be included in the amount that could be realized under the insurance
contract. A policyholder should not discount the cash surrender value component of the amount that could be
realized when contractual restrictions on the ability to surrender a policy exist. However, if the contractual
limitations prescribe that the cash surrender value component of the amount that could be realized is a fixed
amount, then the amount that could be realized should be discounted. EITF Issue No. 06-5 1s effective for fiscal
years beginning after December 15, 2006. Our adoption of EITF Issue No. 06-5 on January 1, 2007 did not have
a material impact on our financial condition or results of operations.

In February 2007, the FASB issued SFAS 159, “The Fair Value Option for Assets and Financial Liabilitics-
Including an Amendment of FASB Statement No. 115." SFAS 159 permits an entity to choose to measure many
financial instruments and certain other items at fair value. Most of the provisions of SFAS 159 are elective;
however, the amendment to SFAS 115, “Accounting for Certain Investments in Debt and Equity Securities,”
applies to all entities with available for sale or trading securities. For financial instruments elected to be
accounted for at fair value, an entity will report the unrealized gains and losses in eamings. SFAS 159 is effective
as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. SFAS 159 was recently

issued and we are currently assessing the financial impact this statement will have on our consolidated financial
statements.

Impact of Inflation and Changing Prices

Our consolidated financial statements and accompanying notes have been prepared in accordance with
GAAP. GAAP generally requires the measurement of financial position and operating results in terms of
historical dollars without consideration for changes in the relative purchasing power of money over time due to
inflation. The impact of inflation is reflected in the increased cost of our operations. Unlike industrial companies,
our assets and liabilities are primarily monetary in nature. As a result, changes in market interest rates have a
greater affect on performance than do the effects of inflation.
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STOCK MARKET INFORMATION

Prior to our initial registered public offering in July 2007, our common stock was listed on the OTC Bulletin
Board under the symbol “SSBX.OB.” After the completion of our initial registered public offering, our commeoen
stock has been listed on the Nasdaq Global Market under the symbol “SSBX.”

At the close of business on July 31, 2007, there were 15,266,162 shares outstanding. The following table
sets forth for the periods indicated the high and low sales prices per share of our common stock as reported by
the OTC Bulletin Board. The guotations reflect inter-dealer prices, without retail mark-up, mark-down or
commissions, and may not represent actual transactions.

High Low

2005

FArSt QUANET . .o tte et a e e $19.00 $15.00
Second QUAITET ... ...ttt 17.88 1550 °
Third QUAITET . . . . .ttt et n s 22.00 16.93
Fourth QUATter .. .. ... v u it nnees 22.50 18.50
2006

First QUATTED ... v ittt ettt e e e 23.00 19.50
Second QUAMET . ...\ttt 22.95 20.75
Third QUAEIIET . . . . ...ttt et e 26.00 22.00
Fourth QUarter . .. ....oouut ittt 26.00 23.35
2007

FIrSt QUAMET ...ttt ai e e 26.20 23.00
Second QUAMET .. ...ttt e 24.10 22.00
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PERFORMANCE GRAFPH

The information relating to the Performance Graph shall not be deemed incorporated by reference by any
general statement incorporating by reference this Annual Shareholder Report into any filing under the Securities
Act or the Exchange Act, except to the extent that Silver State Bancorp specifically incorporates this information
by reference, and otherwise shall not be deemed “soliciting materials” or 10 be “filed” with the SEC or subject
to Regulations 14A or 14C of the SEC or subject to the liabilities of Section 18 of the Exchange Act.

The following graph shows a comparison of cumulative total shareholder return on Silver State Bancorp’s
common stock during the last five fiscal years ended December 31, 2006 and the six months ended June 30, 2007
with the curnulative total returns of both a broad market index, NASDAQ Composite, and a published industry
index, SNL Bank Index. The comparison assumes $100 was invested on December 31, 2001 in Silver State
Bancorp’s common stock and in each of the indices and assumes that all of the dividends were reinvested.
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Period Ending

Index 123001 123102 123103 123104 123105 12/31/06  06/30/07
Silver State Bancorp .................... 100.00 13498 29995 55284 812.18 959.85 R848.73
NASDAQ Composite ................... 100.00 6847 10272 11154 113.07 123.34 13347
SNL BankIndex ....................... 10000 91.69 123.69 13861 14050 16435 158.02

(1) Prior to the completion of Silver State Bancorp’s initia) registered public offering on July 23, 2007, Silver
State Bancorp's common stock was listed on the OTC Bulletin Board under the symbol “SSBX.OB.” Since
July 23, 2007, Silver State Bancorp’s common stock has been listed on the Nasdaq Global Market under the
symbol “SSBX."”
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DIVIDENDS

Silver State Bancorp has never declared or paid cash dividends on its capital stock. Silver State Bancorp
currently intends to retain any future earnings for future growth and does not anticipate paying any cash
dividends in the foreseeable future. Any determination in the future to pay dividends will be at the discretion of
Silver State Bancorp's board of directors and will depend on the company’s earnings, financial condition, results
of operations, business prospecis, capital requirements, regulatory restrictions, contractual restrictions and other
factors that the board of directors may deern relevant.

Silver State Bancorp’s ability to pay dividends is subject to the regulatory authority of the Federal Reserve.
Although there are no specific federal laws or regulations restricting dividend payments by bank holding
companies, the supervisory concern of the Federal Reserve focuses on a holding company's capital position, its
ability to meet its financial obligations as they come due, and its capacity to act as a souzce of financial strength
to its subsidiaries. In addition, Federal Reserve policy discourages the payment of dividends by a bank holding
company that is not supported by current operating earnings.

Section 78-288 of the Nevada Revised Statutes provides that no cash dividend or other distribution to
stockholders, other than a stock dividend, may be made by a Nevada corporation if, after giving effect to the
dividend, the corporation would not be able to pay its debts as they become due or, unless specifically allowed by
the articles of incorporation, the corporation’s total assets would be less than the sum of its total liabilities and
the claims of preferred stockholders upon dissolution of the corporation.

From time 1o time, Silver State Bancorp may become a party to financing agreements and other contractual
obligations that have the effect of limiting or prohibiting the declaration or payment of dividends. Holding
company expenses and obligations with respect to its outstanding trust preferred securities and corresponding
subordinated debt also may limit or impair Silver State's ability to declare and pay dividends.

Since Silver State Bancorp has no significant assets other than the voting stock of its subsidiaries, it
currently depends on dividends from its bank subsidiaries for a substantial portion of its revenue. The ability of a
state nonmember bank to pay cash dividends is not restricted by federal law or regulations. State law imposes
restrictions on the ability of each of Silver State Bancorp’s subsidiary banks to pay dividends:

. Under sections 661.235 and 661.240 of the Nevada Revised Statutes, Silver State Bank may not pay
dividends unless the bank’s surplus fund, not including any initial surplus fund, equals the bank’s
initial stockholders’ equity, including 10% of the previous year's net profits, and the dividend would
not reduce the bank’s stockholders’ equity below the initial stockholders’ equity of the bank or 6% of
the total deposit liability of the bank.

. Under section 6-187 of the Arizona Revised Statutes, Choice Bank may pay dividends on the same
basis as any other Arizona corporation. Under section 10-640 of the Arizona Revised Statutes, a
corporation may not make a distribution to stockholders if to do so would render the corporation
insolvent or unable 10 pay its debts as they become due. However, an Arizona bank may not declare a
dividend, payable other than in the bank’s stock, out of capital surplus without the approval of the
Superintendent.

35




[THIS PAGE INTENTIONALLY LEFT BLLANK]




Silver State Bancorp and Subsidiaries

Consolidated Balance Sheets
June 30, 2007 and December 31, 2006

(Dollars in thousands)
(UNAUDITED)
June 30,  December 31,
2007 2006
Assets
Cash and cash eqQUIVALENIS . ... .. .. ... it 21475 $ 27,063
Federal funds Sold . .. ... o e e e e 6,560 8,416
Total cash and cashequivalents ............ ... .. cciiiiiiiiinian . 28,035 35,479
Securities available forsale ... ... . e 52,466 65,324
Federal Home Loan Bank stock, at Cost .. ... e ittt et e e e e aas 4,342 3,382
Loans held for sale . ... ... . e e e e e 52,121 34,053
Loans, net of allowance for losses of $14,334 and , and $11,200, respectively ............. 1,297,191 1,004,443
Premises and equipment, NEt .. ... .. ... e e 38,646 32,033
Accrued Interest receivable , L .. .. L e e i 8,249 7,236
Deferred 1aRes, ML .. .. . e e e 2,487 1,441
Other real estate owned .. .. ... ... .. e 205 738
Goodwill .. o e e e e s 18,835 18,934
Intangible asset, net of amortization of $158 and $64, respectively ......... ... ... ... L 1,006 1,100
Prepaids and other assets ... ... ... v e e 7,036 4,355
oAl A8SBES ... ... e e e e 1,510,619 1,209,518
Liabilities and Stockholders’ Equity
Deposits:
Non-interest bearing demand .. ... ... . e 189,023 § 169,429
Interest bearing:
Checking ... ... .. .. e 515,906 434,906
BAVED S L. e e e e e 19,316 19,806
Time, F100 AN OVer . . ittt e e 364,724 227,493
L0 11 T3 1T 156,336 134.637
Total deposits . ... .. ... .. i e e 1,245,305 986,271
Accrued interest payable and other liabilities . . ... ... ... .. ... . L 13,225 6,356
Securities sold under repurchase agreements . .. ......... ... 3,061 13,602
Federal Home Loan Bank advances and other borrowings: .
Short-term bOMOWINES . ... .. it e e e 35,000 8,000
Long-term borrowings . .................. e e e 56,600 50,000
Junior subordinated debt . . .. ... L e 38,661 38,661
Total Habilities . . ... . ... ... .. . . . i e e 1,391,852 1,102,890
Stockholders’ Equity
Preferred stock, par value of .001 cents; 10,000,000 shares authorized; none issued or

USRI .. e e e e —_ —
Commaon stock, par value of Q01 cents; 60,000,000 shares authorized; shares issued 2007:

14,283,495; 2006: 14,224,172, shares outstanding 2007:13,746,162; 2006:13,687,109 .. .. 14 14
Additional paid-incapital . ... ... e e 52,109 51,665
Retained Barminm@s . .. .. ... et s 68,903 57,145
Accumulated other comprehensive 1088 ... ... ... e (157) (101}

120,869 108,723
Less cost of treasury stock, 2007: 537,333 shares, 2006: 537,063 shares ... .............. (2,102) (2,095)
Total stockholders’ equity .......... ... iiiiririiriiiinare ey 118,767 106,628

Total liabilities and stockholders’ equity .. ... ... ... .. .. ... ........ ... 1,510,619 1,209,518

¥ &
change in par value on common stock from .10 to .001, See Note 10.

See Notes to Consolidated Financial Statements.
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Silver State Bancorp and Subsidiaries

Consolidated Statements of Income

For the six months and three months ended June 30, 2007

(Doltars in thousands, except per share information)

(UNAUDITED)
Three Months Ended  Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Interest and dividend income on:
Loans, including fees . .......... oo e $33,411 $19.491 $ 61,844 $36,886
Securities, taxable ... ... e 634 708 1,327 1,316
Dividends on FHLB $10€K .. ... .. ottt ittt in it iianarin s 40 34 99 66
Federal fundssold and other ... .. . v it en e e e i caaan 258 255 470 524
Total interestincome .. ..., ... .. ... ... .o iiiiiiaiinans 34,343 20,488 63,740 38,792
Interest expense on: .
03 4T L S 12,713 5,711 23,480 10,649
Securities sold under repurchase agreements . ...............evvee-on- 88 206 242 342
ShOr- e BOITOWINES + . vt vttt vt v ettt et 250 59 415 117
LOng-lerm BOITOWINES . . ... o vt ittt it ie e aaes 643 509 1,214 927
Juniorsubordinated debt . ... ... ... e 689 380 1,355 723
Total interest eXPense .. ............ ...t irinanaon.- 14,383 6,865 26,706 12,758
Net interestincome ..................... . 19,960 13,623 37,034 26,034
Provision for J0an I0SSES . .. oot vt it it et e e e e 1,860 600 3,190 1,200
Net interest income after provision for loan losses . .......... 18,100 13,023 33,844 24834
Other income:
Gainonsale of Ioans ... ..ottt i e 1,202 693 3,033 1,870
Net realized gain (loss) on sale of available for sale securities ............ —_ (3} 31 3
Service charges on depositaccounts . ..................... .. ..., 221 193 420 343
Loan servicing fees, net of amortization ............ ... i it 61 10 250 49
L0041 g 17731 o |- PP 406 4] 830 85
Loss on disposal 0f Other as8ets .. ... ... ... vviiiiinein i iianinne. s (16) (5) (16) @3
Total non-interestincome . .......... ... iviriiennen.. 1,874 929 4,548 2,301
Non-interest expense:
Salaries, wages and employee benefits . ...... ... ... i 6,414 3,800 12,244 7,756
OCCUPANTY . ot ve ettt it et e ettt e e 852 555 1,568 1,085
Depreciation and amortization .. . ... ..., ittt 613 259 1,205 509
T2 Y 552 74 621 132
Professional fees ... .. e e e e 463 394 1,314 755
Advertising, public relations and business development . ................ 226 212 451 394
Customer Service eXpense .. ........... A 100 108 187 223
Data processing ... ...vviiiiiiii i e 48 96 90 200
Dues and memberships ......... e e e e e 36 25 74 86
DACECIOrS EXPEIISE . . o\ttt ettt et tee et e s 24 27 50 54
Lossonotherrealestateowned .. ... ... ... .. ... ... e —_— — 182 —
111 7= 835 520 1,608 1,192
Total non-interest expense ..................c.oviuunnn 10,163 6,070 19,594 12,386
Income hefore incometaxes ... ... ... ... ... .. ... ..., 9,811 7,882 18,798 14,749
y Tl TN -1 3,641 2,169 7,040 5,193
NetinCome ......... ...ttt iaiaaneanns $ 6170 $ 5113 $_11,758 $ 9,556
Comprehensiveincome ....... ... ... .. .. ... o $ 6,09 $ 5097 $11,702 $ 9,598
Basic income per common Share . .................ooieieiiiniianaans $ 045 $ 033 $ 086 $ 074
Diluted income per commonshare . ...........co0euiernennnannnns $ 044 $ 037 § 083 § 07

See Notes to Consolidated Financial Statements.
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Silver State Bancorp and Subsidiaries

Consolidated Statements of Cash Flows
Six Months Ended June 30, 2007 and 2006
(Dollars in thousands)
(UNAUDITED)

Cash Flows from Operating Activities
NetinCome .. ..o i i e et e
Adjustments to reconcile net income to net cash provided by operating activities:

{Gain) loss on sales of securities
Loss on disposal of otherassets . ......... ... .. i
Loss on other real estate owned transactions
Depreciation and amortization ........0..... ... o o il
Net amortization (accretion) of securities premiums and discounts
Provision for 1oan IosSes . . . ... ... o i i
Stock based compensation expense
Increase inloans held forsale, net . ... ... ... . .. i
Increase in accrued interest receivable and otherassets . ..................
Increase in accrued interest payable and other liabilities

Net cash provided by operating activities

Cash Flows from Investing Activities
Purchases of securities available forsale ........ .. ... ... . . ..o i,
Proceeds from maturities of securities available for sale
Proceeds from sales of securities available for sale
Net decrease in money market funds .. ..., ..... .. ... ... ... ... ... ...
Purchase of Federal Home Loan Bank stock
Net InCrease in J0ans . .. ..ot vt e et e e
Purchase of premises andequipment . ........ . ... ... ... o il
Proceeds from sales of premises and equipment . ........... ... .. .00
Proceeds from sale of (cash paid for) other real estate owned

Net cash used in investing activities

Cash Flows from Financing Activities
Netincrease indeposits .......... ... .. . . i
Net increase (decrease)} in other borrowed funds, federal funds purchased and
securities sold under repurchase agreements
Excess tax benefit related to option exercises
Proceeds from stock issuance .. ... ... ... o i
Stock option and treasury stock transactions

Net cash provided by financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning

Cash and cash equivalents, ending

See Notes to Consolidated Financial Statements.

2007 2006

$ 11,758 § 9,556

(31) 3
16 43
182 —
1,205 509
—_ (116)
3,190 1,200
223 90

(18,964)  (9,893)
(3,743  (1,022)
7,498 131

1,334 501

(18,394)  (67,630)
26910 44,282
4,306 19,143
(24)  (5,183)
(960) (202)
(295,449)  (122,605)
(1979)  (5,831)
50 17

455 (430)

(291,085) (138,439)

259,034 120,291

23,059 (4,847)
— 1,667
— 10,682
214 2,949

282,307 130,742

(7,444) (7.196)
35,479 49,773

$ 28,035 § 42577




.SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Dollars in thousands, except per share information)
(Unaudited)

Note 1. Nature of Banking Activities and Summary of Significant Accounting Policies

Nature of banking activities

Silver State Bancorp (the “Company™) is a bank holding company headquartered in Henderson, Nevada,
providing a full range of banking services to commercial and consumer customers. The Company has two
consolidated wholly-owned subsidiaries. Silver State Bank is a Nevada State chartered bank providing a full
range of commercial and consumer bank products through ten branches located in the Las Vegas, Nevada
metropolitan area. On September 5, 2006, the Company acquired a second subsidiary, Choice Bank, with two
full-service branches. The Company also operates loan production offices in six western states. The Company’s
business is concentrated in southern Nevada and is subject to the general economic conditions of this area. The
accounting and reporting policies of the Company confarm to accounting principles generally accepted in the
United States of America and general industry practice.

Basis of financial statement presentation and accounting estimates

In preparing the accompanying consolidated financial statements, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities as of the date of the financial statements and the reported amounts of revenue and expenses for the
reporting period. Actual results conld differ from those estimates. Material estimates that are particularly

susceptible to significant change in the near term relate to the determination of the allowance for loan losses and
the fair value of servicing rights.

Principles of consolidation

The accompanying consolidated financial statements include the accounts of Silver State Bancorp and its wholly-
owned subsidiaries, Silver State Bank and Choice Bank. Choice Bank was acquired on September 5, 2006. All
significant intercompany accounts and transactions have been eliminated in consolidation.

Interim Financial Information

The accompanying unaudited consolidated financial statements as of June 30, 2007 and 2006 have been prepared
in condensed format, and therefore do not include all of the information and footnotes required by generally
accepted accounting principles for complete financial statements.

The information furnished in these interim statements reflects all adjustments which are, in the opinion of
management, necessary for a fair statement of the results for each respective period presented. Such adjustments
are of a normal recurring nature. The results of operations in the interim statements are not necessarily indicative
of the results that may be expected for any other quarter or for the full year. The interim financial information
should be read in conjunction with the Company’s audited financial statements.

Condensed financial information as of December 31, 2006 has been presented next to the interim consolidated
balance sheet for informational purposes.
Earnings per share

Basic earnings per share (EPS) represents income available to common stockholders divided by the weighted-
average number of common shares outstanding during the period. Diluted EPS reflects additional common shares
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SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-—(Centinued)
(Dollars in thousands, except per share information)
(Unaudited)

that would have been outstanding if dilutive potential common shares had been issued as well as any adjustment
to income that would result from assumed issuance. Potential common shares that may be issued by the
Company relate solely to outstanding options, and are determined using the treasury stock method.

Components used in computing EPS for the three months and six months ended June 30, 2007 and 2006 are
summarized as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Netlncome ........ .0 iiiiininn s, $ 6,170 % 5113 & 11,758 § 9,556
Average number of common shares '
outstanding .. ....... ... .. s, 13,723,765 13,133,505 13,710,441 12,874,958

Effect of dilutive options ... ............ 417,317 574,082 445,465 590,592

Average number of dilutive shares
outstanding ............. ... 14,141,082 13,707,587 14,155,906 13,465,550

BasicEPS ... ... ... ... $ 045 3§ 039 $ 086 § 0.74
Diloted EPS ... ... .. ... L $ 044 3 037 § 0.83 3 071

Goodwill

Pursuant to SFAS No. 141, the Company finalized its purchase price allocation related to the acquisition of
Choice Bank during the first quarter of 2007. The finalizing resulted in an adjustment to goodwill of $99.

Current accounting developments

In July 2006, the FASB issued FASB Interpretation 48, Accounting for Income Tax Uncertainties (FIN 48), to
clarify the accounting for uncertainty in income taxes recognized in financial statements in accordance with
SFAS No. 109, Accounting for Income Taxes. FIN 48 defines the threshold for recognizing the benefits of tax
return positions in the financial statements as “more likely than not” to be sustained by the taxing authority. The
literature also provides guidance on de-recognition, measurement and classification of income tax uncertainties,
along with any related interest and penalties. FIN 48 also includes guidance concerning accounting for income
tax uncertainties in interim periods and increases the level of disclosures associated with any recorded income tax
uncertainties. FIN 48 is effective for fiscal years beginning after December 15, 2006. The differences between
the amounts recognized in the consolidated balance sheets prior to the adoption of FIN 48 are accounted for as a
cumulative effect adjustment recorded to the beginning balance of retained earnings. The Company has adopted
FIN 48 effective January 1, 2007, The adoption of FIN 48 did not have a material impact on the financial
statemnents and a cumulative adjustment was not recorded.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115. SFAS 159 permits an entity to choose to
measure many financial instruments and certain other items at fair value. For financial instruments elected to be
accounted for at fair value, an entity will report the unrealized gains and losses in earnings. SFAS 159 is effective
as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. SFAS 159 was recently
issued and the Company is currently assessing the financial impact this statement will have on our financial
statements. The Company did not early adopt this standard.
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SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)
{Dollars in thousands, except per share information)
(Unaudited)

In September 20006, the Emerging Issues Task Force (“EITF”) reached a consensus on EITF Issue No, 06-4
(“EITF 06-4"), Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement
Split-Dollar Life Insurance Arrangements, which requires the application of the provisions of SFAS No. 106,
Employers’ Accounting for Postretirement Benefits Other Than Pensions (“SFAS 106™), to endorsement split-
dollar life insurance arrangements. EITF 06-4 would require the Company to accrue a liability for the
postretirement death benefits associated with split-dollar life insurance agreements. An endorsement-type
arrangement generally exists when the Company owns and controls all incidents of ownership of the underlying
policies. EITF 06-4 is effective for fiscal years beginning after December 15, 2007. The Company does not
believe the adoption of EITF 06-4 will have a material impact on its financial statements.

Note 2. Loans

The composition of the Company’s net loans as of June 30, 2007 and December 31, 2006 is as follows:

June 30, December 31,
2007 2006
Commercial and Industrial ...... ... ... ... ... ... . . ... ... ..., $ 135315 § 109,134
Real estate:

Commercial ....... ... .. 231,090 206,744
Construction, land development, and other land loans .. ... ....... 868,744 620,167
Single family residential . . ........ ... . ... ... . .. ... ... .. 80,771 80,280
Consumerinstallment .. ........... o i 4,909 5,789
Leases, net of uneamed income ... ... . .. ... L ... 340 411
Gross Loans . ... ... .. . 1,321,169 1,022,525
Lessnetdeferred loanfees .. ... ... .. .. .. . ... (9,644) (6,882)

.......................... (14,334) (11,200)
Net Loams - .. oot e $1,297,191  $1,004,443

Changes in the allowance for loan losses for the three months and six months ended June 30, 2007 and 2006 are
as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Balance, beginning
Provision charged to operating expense ........... $12,530 $8,947 $11,200 38314
Less amounts charged off ...................... 1,860 600 3,190 1,200
RECOVEIIES . ... e (88) (86) (89) (86)
Balance,ending ................ ... ... ... . ..., 32 50 33 83

$14,334  $9,511 $14,334  $9,511

At June 30, 2007, total nonaccrual loans were $119. There were not any loans past due 90 days or more and still
accruing interest.




SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
{Dollars in thousands, except per share information)
(Unaudited)

Note 3. Income Taxes

The Company files income tax returns in the U.S. federal jurisdiction and in various states. The Company is no
longer subject to U.S. federal, state or local tax examinations by tax authorities for years beforp 2003. The
Company has not undergone any recent examinations by the Internal Revenue Service (IRS).

The Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes, on January 1, 2007. Management believes that the Company has appropriate support for the income tax
positions taken and to be taken on its tax returns, and that its accruals for tax liabilities are adequate for all open

years on an assessment of many factors, including past experience and interpretations of tax law applied to the
facts of each matter.

The Company would recognize interest and penalties accrued related to unrecognized tax benefits in tax expense.

The Company has not recognized or accrued any interest or penalties for the periods ended June 30, 2007 and
2006.

Note 4. Deposits

At June 30, 2007, four customer balances totaling $339,215 comprised 27% of total deposits. At December 31,
2006, three customer balances totaling $190,308 comprised 19% of total deposits. These customer balances at
June 30, 2007 and December 31, 2006 are considered brokered deposits.

As of June 30, 2007 and December 31, 2006 approximately $57,594 and $56,440, respectively, of the Company’s

non-interest bearing demand deposits consisted of demand accounts maintained by title insurance and qualified
intermediary companies.

Note 5. Other Borrowed Funds

The Company has a line of credit available from the Federal Home Loan Bank of San Francisco (FHLB).
Borrowing capacity is determined based on collateral pledged, generally consisting of loans and securities, at the
time of the borrowing. FHLB borrowings may be subject to prepayment penalties. The remaining borrowing

capacity at June 30, 2007 with the FHL.B was approximately $19,227. Advances at June 30, 2007 have maturity
dates as follows: '

Interest Rates as of

Maturity Date June 30, 2007 Long Term  Short Term
2007 e e 526%-8.25% § — $35,000
2008 .. e 3.67% - 5.23% 26,600 —
2000 e 4.67% - 5.22% 20,000 —
2000 . e e 4.75% 10,000 —

$56,600  $35,000

During the six months ended June 30, 2007, the Company obtained a $20 million line of credit with a 90-day
term from another financial institation. The line of credit was fully disbursed at June 30, 2007 and is included in
the short term column in the table above. The line of credit was repaid in July 2007.
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SILVER STATE BANCORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollars in thousands, except per share information) f

(Unaudited) ;

Note 6. Commitments and Contingencies !
|

i

Contingencies

In the normal course of business, the Company is involved in various legal proceedings. In the opinion of :
management, any liability resulting from such proceedings would not have a material adverse effect on the .
consolidated financial statements. !

Financial instruments with off-balance-sheet risk ?

A summary of the contract amount of the Company’s exposure to off-balance-sheet risk is as follows: 1

June 30, December 31,
2007 2006
Commitments to Extend Credit .. ....... . oot $565,747 $381,758
Standby Letters of Credit . . ... ..o 3,754 5,391

$569,501 $387,149

Concentrations

The Company has a high concentration in real estate construction and land loans. At June 30, 2007,
approximately 36% of real estate loans were classified as real estate construction loans and 38% of real estate
loans were classified as land loans. In addition, commercial real estate loans represent approximately 20% of

total real estate loans as of June 30, 2007. Approximately 68% of commercial real estate loans are owner
occupied.

Employment Apreements

v

The Company entered into employment agreements with four key officers in April 2007. The agreements provide
for certain cash payments as a result of termination or change in control.

Lease commitments

During the six months ended June 30, 2007, the Company has entered into three lease agreements for future
branch locations. Two of the leases have a term of ten years and aggregate initial annual lease payments of
approximately $244. The third lease has a term of twenty years and an initial annual lease commitment of
approximately $300. Each of these agreements requires incremental rental increases over the lease terms as
outlined in each respective lease agreement.

Note 7. Stock Options and Restricted Stock
The Company’s 2006 Omnibus Equity Plan is discussed in Note 14 of the audited financial statements.

During the six months ended June 30, 2007, the Company granted 86,300 incentive stock options and 8,800
shares of restricted stock to various employees. The options had a weighted average exercise price of $25.35.
138,050 incentive stock options vest at 25% per year and 48,250 cliff vest after 4 years. The restricted stock cliff
vests after 4 years. The total expense to be recognized on these stock based awards granted during the six months
ended June 30, 2007 is approximately $775, and will be recorded over the vesting period. 51,023 stock options
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. SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued}
(Dollars in thousands, except per share information)
(Unaudited)

were exercised, 32,420 options and 500 shares of restricted stock were forfeited, during the six months ended
June 30, 2007. These exercised and forfeited options had a weighted average exercise price of $4.36 and $16.63,
respectively.,

Note 8. Regulatory Capital Requirements

To be categorized as well capitalized, the Company and the Banks must maintain total risk based, Tier I risk
based and Tier I leverage ratios as set forth in the table below. As of June 30, 2007, the Company meets the
regulatory guidelines to be categorized as adequately capitalized and the Banks meet the regulatory guidelines to
be categorized as well capitalized.

The actual capital amounts and ratios for the Banks and the Company as of June 30 are presented in the
following table:

For Capital To be Well
Actual Adeguacy Purposes Capitalized
Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2007:
Total Capital (to Risk Weighted Assets)
Company ........vnirii i $151,012  99% $122,093 8.0% $152,617 10.0%
] SilverState Bank ............... ... ...... $148,177 10.8% $109413 8.0% $136,767 10.0%
ChoiceBank ............................. $ 18,653 119% $ 12559 B8.0% 3 15,699 10.0%
Tier I Capital (to Risk Weighted Assels)
Company . .....vuuinrir i $136,537 90% $ 61,047 40% $ 91,570 6.0%
Silver State Bank ......................... $135,093 99% § 54,707 4.0% $ 82,060 6.0%
Choice Bank ............................. $17,263 11.0% § 6280 40% $ 9419 6.0%
Tier 1 Capital (to Average Assets) '
Company ... $136,537 96% § 56934 40% % 71,168 5.0%
SilverState Bank ........... ... ... ... $135,093 108% $ 49981 40% $ 62477 50%
ChoiceBank ............................. $17263 99% $ 6948 40% $ 8685 50%




SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands, except per share information)
(Unaudited)

Note 9. Segment Reporting

The following is a summary of selected operating segment information as of and for the periods ended June 30,
2007 and 2006:

Choi
Silver State Banc;ic:f Intersegment  Consolidated
Bank Arizona Other Eliminations Company

At June 30, 2007
ASSBIS L. e $1,306,032 $205409 $ 6,018  $(6,840) $1,510,619
Gross Loans and deferred fees .. ............. 1,144,326 167,199 — —_ 1,311,525
Less: Allowance for loan losses ............. {12,960) (1,374) — — (14,334)
NetLoans . ... iiiiianannnns 1,131,366 165,825 — — 1,297,191
Deposits .......... o i 1,096,931 150,199 — (1,825) 1,245,305
Stockholders’ equity ...................... 134,982 37,104 (53,319) — 118,767
Three months ended June 30, 2007:
Net interest income (loss) ..........ccon.... $ 18410 $ 2262 § (712) $ — $ 19,960
Provision for loan losses ... ................ 1,500 360 — — 1,860
Net interest income (loss} after provision for

loan l0SSES .. ...t e 16,910 1,902 (712) — 18,100
Noninterest iNCOME .. ... .ov i v e 1,203 626 45 —_ 1,874
Nonintersstexpense .. .........cooovvennn 8,001 2,065 97 —_ 10,163
Income (loss} before income taxes ........... 10,112 463 (764) — 9,811
Income tax expense (benefit) . ............... 3,744 190 (253) — 3,641
Netincome (10s8) .. ... ... .. .covviiinnnnn. 5 6368 § 273 § (471) § — $ 6,170
Six months ended June 30, 2007:
Net interest income (loss) .................. $ 34376 $ 4035 $ (1,377 § — $ 37,034
Provision forloanlosses ................... 2,650 540 — — 3,190
Net interest income (loss} after provision for

loan losses ... ..ot i 31,726 3,495 (1,377 —_ 33,844
Noninterest income .............ccouvvenn-. .3,459 1,030 59 —_ 4,548
Noninterest €Xpense .. ............c......... 15,692 3,599 303 — 19,594
Income (loss) before income taxes ........... 19,493 926 (1,621) —_ 18,798
Income tax expense (benefit) ................ 7,216 365 (341) — 7,040
Netincome (foss) ..........ccoveiieneaan.. $ 12277 $ 561 $ (1,080) 3 — $ 11,758
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- SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands, except per share information)

(Unaudited)
Silver State Eliminations Consolidated

Bank All Other Intersegment Company
At June 30, 2006:
ASEELE ettt e e e $945,112 $16,790 $(15,043) $946,859
Gross Loans and deferred fees ... .. ... ..o ot 790,050 _ — 790,050
Less: Allowance forloanlosses ... ..o (9,511) — — {9,511)
et LOaNS - o oot ittt ettt 780,539 - —_ 780,539
DEPOSILS ..ottt e 780,799 —_ (15,043) 765,756
Stockholders’ equity .. ... ..o 88,675 6 — 88.681
Three months ended June 30, 2006:
Net interest income (I088) .. .ot e et $1399%8 $§ (375 $ — 3 13,623
Provision for1oan 1oSSes . .. ..o v it 600 — — 600
Net interest income (loss) after provision for loan losses ..... 13,398 {375) — 13,023
NONIMEETEST IICOITIE © - - - o e e et e ittt v aeam e s aanaanenns 929 — — 929
NOMINIETESt EXPENSE . ..\t ee ettt 5,959 111 — 6,070
Income (loss} before income taxes .. ......oovvvvvnnonenn. 8,368 (486) — 7,882
Income tax expense (benefit) ....... ... ... oo 2,935 (166) — 2,769
Netincome (J055) . ..o eens $ 5433 % (3200 § — 5,113
Six months ended June 30, 2006:
Net interest income (lOSS) .. .o oo ve it inne e nanennns $26752 § (7T18) & — $ 26,034
Provision forloan losses . ... ... oo 1,200 — — 1,200
Net interest income (loss) after provision for loan losses ... .. 25,552 (718) - 24,834
NONINEEESt INCOMIE .+ o v v e et vttt ana e e a e 2,301 — — 2,301
NORINLErES EXPENSE . - . .o et vt n et ane s 12,083 303 — 12,386
Income (loss) before income taxes .. ... ...l 15,770 (1,021) —_— 14,749
Income tax expense (henefit) ............ ... oot 5,527 (334) — 5,193
Netincome (I08S) . ..o vvrvenaenanii e $ 10243 § (687 $ — $ 9,556

Note 10. Stockholders’ Equity

On January 24, 2007, the shareholders of Silver State Bancorp approved an amendment to the Articles of
Incorporation, increasing the authorized number of common shares from 20,000,000 to 60,000,000 and creating a

new class of preferred stock in the amount of 10,000,000 shares. All shares of stock have a par value of .001
cents.

Note 11. Subsequent Events

In July 2007, the Company, through a newly formed unconsolidated subsidiary, Silver State Capital Trust VI,
issued $30,000 of trust preferred securities. Silver State Capital Trust V1 used the proceeds from this issuance to
acquire $30,928 of junior subordinated debt of the Company, which constitutes the sole asset of Silver State
Capital Trust VI. The junior subordinated debt requires quarterly interest payments and matures in 2037. This
debt carries an adjustable interest rate of 3 month LIBOR plus 1.35% and is prepayable at par starting in
September, 2012. The trust preferred securities have the same prepayment provision as the junior subordinated
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SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
{Dollars in thousands, except per share information)
(Unaudited)

debt. The Company has fully and unconditionally guaranteed the trust preferred securities and all obligations of
Silver State Capital Trust VI, which rank subordinate and junior in right of payment to all other liabilities of the
Company. The proceeds from the issuance of the junior subordinated debt will be used for general corporate
purposes.

In July 2007, the Company issued 1,500,000 shares of its $.001 par value common stock in an underwritten
public offering at a price to the public of $20.00 per share. The proceeds after discounts, commissions, and other
costs totaling $4,300 were $25,700.

As a result of the issnance of trust preferred securities and the closing of the initial registered public offering, the
Company will again be classified as well capitalized for regulatory purposes.

The Company granted 40,000 shares of incentive stock options to key officers and 2,000 shares of incentive
stock options to employees in July 2007.
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McGladrey & Pullen

Certified Public Accountants

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Silver State Bancorp
Henderson, Nevada

We have audited the consolidated balance sheets of Silver State Bancorp and subsidiaries (collectively referred to
herein as the Company) as of December 31, 2006 and 2005, and the related consolidated statements of income,
stockholders’ equity and cash flows for each of the three years in the period ended December 31, 2006. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2006 and 2005, and the results of their operations and their

cash flows for each of the three years in the period ended December 31, 2000, in conformity with U.S. generally
accepted accounting principles.

As described in Note 1 to the consolidated financial statements, effective January 1, 2006, the Company adopted
Statement of Financial Accounting Standards No. 123(R), Share Based Payment.

{s/ McGladrey & Pullen, LLP

Las Vegas, Nevada
March 29, 2007

McGladrey & Pullen, LLP is 2 member firm of RSM International
— an affiliation of separate and independent legal entities.
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Silver State Bancorp and Subsidiaries

Consolidated Balance Sheets
December 31, 2006 and 2005
(Dollars in thousands)

Assets
Cash and cash equivalents
Federal funds sold

Total cash and cash equivalents
Securities available forsale ... ... ... e
Federal Home Loan Bank stock, at cost
Loans held for sale . ... .. i i i e e e e
Loans, net of allowance for losses of $11,200 and $8,314, respectively
Premises and equipment, net
Accrued interest receivable
Deferred taxes, L . .. ..ot et e e e
Other real estate owned
Goodwill © . e
Intangible asset, net of amortization of $64
Prepaids and other assets . ... ... ... .. e

Total assets . ... . i e

Liabilities and Stockholders’ Equity
Deposits:
Non-interest bearing demand
Interest bearing:
Checking
AV S e e
Time, $100 and over
Ot .. . i e

Total deposits ... .. ... .. . . . i e

Accrued interest payable and other liabilities

Securities sold under repurchase agreements
Federal Home Loan Bank advances:

Short-term borrowings

Long-term borrowings

Junior suberdinated debt ... ... ..

Total liabilities ............ ... ... ... . . .
Commitments and Contingencies (Notes 13 and 22)

Stockholders’ Equity

Common stock, par value of 10 cents; 20,000,000 shares authorized,; shares issued
20006: 14,224,172; 2005: 13,005,406; shares outstanding 2006: 13,687,109;

2005 12,463,708 ... e

Additional paid-in capital

Retained €armings .. ... ... ovvr ittt e

Accumulated other comprehensive loss

Less cost of treasury stock, 2006; 537,063 shares, 2005: 541,608 shares
Total stockholders’ equity

Total liabilities and stockholders’ equity

See Notes to Consolidated Financial Statements.
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2006 2005
$ 27,063 $ 14,304
8,416 35,469
35479 49773
65324 73,247
3,382 2,731
34,053 11,861
1,004,443 637,865
32,033 19,992
7,236 3,395
2,441 2,790
738 —
18,934 —
1,100 —
4,355 4,643
$1,209,518 $806,297
$ 169,429 $166,383
434,906 293,666
19,806 27,171
227,493 79,786
134,637 78,459
986,271 645465
6,356 3,024
13,602 22,072
8,000 5,000
50,000 49,000
38,661 18,042
1,102,890 742,603
1,423 1,301
50,256 28,744
57,145 36,269
(101) (512)
108,723 65,802
(2,095)  (2,108)
106,628 63,694

$1,209,518 $806,297
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Silver State Bancorp and Subsidiaries

Consolidated Statements of Income
Years Ended December 31, 2006, 2005 and 2004
{Dollars in thousands, except per share information)

Interest and dividend income on:
Loans, including fees
Securities, taXable . ... .. .. s
Dividends on FHLB S10CK . . .. oottt i e e e e e e
Federal funds sold and other

Total interest income

Interest expense on:
D POSItS . oo e e
Federal funds purchased and securities sold under repurchase agreements . . .
Short-term borrowings
Long-term borrowings . .. ... .. ... L e
Junior subordinated debt

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses
Other income:

Gainonsaleof loans ... ... . . ... e
Net realized loss on sales of available for sale securities
Service charges on depositaccounts . ...... ... ... ... .o,
Loan servicing fees, net of amortization
Other inCOME L ... o i e e e e
Gain (loss) on disposal of other assets

NOD-INEIESE EXPENSE. L\ .\ttt ittt ettt e et e e e ie e e e

Salaries, wages and employee benefits
OCCUPaANCY . ...
Depreciation and amortization
Professional fees ....... ... ... ... . . i
Advertising, public relations and business development
Customer service expense
Data processing
Insurance ... ... . L
Dues and memberships
Directors expense
Other

Income taxes

Basic income per common share

Diluted income per common share

See Notes to Consolidated Financial Statements.
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2006 2005 2004
$85,378 $53,434 $31,804
3,034 2614 1676
145 112 97
1,349 926 296
89,906 57,086 33,873
27969 12,734 6,173
674 542 272
224 58 52
1,813 1,304 953
1,876 1,123 894
32,556 15761 8344
57350 41,325 25,529
2821 2350 1,750
54,529 38975 23,779
4168 3344 2,667
(6} (6) —
759 941 1,078
176 58 308
864 432 467
(44) (40) 22
5917 4779 4,542
17,176 12,938 8,821
2,583 1,944 1,694
1,531 1,041 1,054
1,560 700 730
751 559 374
378 201 164
351 328 303
296 246 276
146 83 94
131 126 117
2924 1,680 1,712
27,827 19846 15339
32,619 23908 12,982
11,743 8281 4,464
$20,876 $15,627 $ 8,518
$ 158 § 127 $ 072
$ 152 § 119 $ 070




Silver State Bancorp and Subsidiaries

Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2006, 2005 and 2004

(Doliars in thousands)
Accumulated
Additional Other
Comprehensive Common  Paid-in  Retained Comprehensive Treasury
Description Income Stock Capital Earnings Income (Loss) Stock Total
Balance, December 31, 2003 .. ... 3 993 $14,716 $12,124 $ (539 $(2,109) $25,665
Comprehensive income:
Netincome ................. $ 8,518 — — 8,518 — — 8,518
Other comprehensive loss:
Unrealized holding losses on
securities available for sale
arising during the peried,
net of taxes of $118 ...... (229) —_ — — (229) — (229)
- $ 8,289

Stock options exercised, including

tax benefitof $500 . .......... 204 4,121 — — — 4,325
Tax benefit arising from the

disqualifying disposition of

incentive stock options . ...... — 272 — — —-— 272
Issuance of 701,760 shares of

common stock, net of offering

costsof $104 ............... 70 4 827 —_ — — 4,897
Sale of wreasury stock (160

shares}) .................... — 1 — — 1 2
Balance, December 31, 2004 . . ... 1,267 23,937 20,642 (288) {2,108) 43,450

Comprehensive income:
Netincome ... ............. $15,627 — — 15,627 —_ o — 15,627
Other comprehensive loss:
Unrealized holding losses on
securities available for sale
arising during the period,
net of taxes of $130 ... ... (228)
Less reclassification
adjustment for losses
included in net income, net

oftaxesof $2 ........... 4
Net unrealized holding
losses ................. (224) — —_ — (224) —_ (224)
- $15,403

Stock options exercised, including

tax benefitof $402 . ... ... ... 34 2,733 — - — 2,167
Tax benefit arising from the

disqualifying disposition of

incentive stock options ....... — 471 — — — 471
Expense relating to the

acceleration of the vesting of

stock options ............... — 1,603 — — — 1,603
Balance, December 31,2005 . .. .. $1,301 $28,744 336,269 $(512) $(2,108) $63,694

See Notes to Consolidated Financial Statements.
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Silver State Bancerp and Subsidiaries

Consolidated Statements of Stockholders’ Equity (continued)
Years Ended December 31, 2006, 2005 and 2004
{Dollars in thousands)

Accumulated
Additional Other
Comprehensive Common  Paid-in  Retained Comprehensive Treasury
Description Income Stock Capital Earnings Income (Loss) Stock Total

Balance, December 31, 2005 .. .. $1,301 $28,744 $36,269 3(512) $(2,108) § 63,694
Comprehensive income:
Netincome ................ $20,876 — — 20,876 —_ — 20,876
Other comprehensive income:
Unrealized holding gains on
securities available for
sale arising during the
period, net of taxes of
$227 .. 407
Less reclassification
adjustment for losses
included in net income,
netof taxesof $2 . ......

B

Net unrealized gain ....... 411 — — — 411 — 411
$21,287

Stock options exercised,

including tax benefit of

$3508 ... 70 8,017 — — — 8,087
Stock issued to subsidiary bank

directors (900 shares) ... .. ... —_ 22 —_ —
Stock options exercised,

redeemed to cover minimum

statutory withholding for taxes

(21,821 shares) . ............ — (356) — — — (356)
Tax benefit arising from the

disqualifying disposition of

incentive stock options .. .... — 21 —
Issuance of 521,997 shares of

common stock, net of offering

costsof $19 ... ... .. ..... 52 10,630 — — — 10,682
Replacement options granted as a

result of the Choice Bank

acquisition .. .............. —_ 2,972 —_ — — 2,772
Stock based compensation

EXPERSE . . ... — 319 — — — 319
Reissuance of treasury stock in
exchange for employment

services (4,545 shares) — 87 — — 13 100

Balance, December 31, 2006 . . .. $1,423 350,256 357,145 $(101) $(2,095) $106,628

See Notes to Consolidated Financial Statements.
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Silver State Bancorp and Subsidiaries

Consolidated Statements of Cash Flows
Years Ended December 31, 2006, 2005 and 2004
{Dollars in thousands, except per share information)

2006 2005 2004
Cash Flows from Operating Activities
J T a7 $ 2087 $ 15627 $ 8518
Adjustments to reconcile net income to net cash provided by operating activities:
Gain on 8ales OF LOARS . ...t e e e (4,168) (3,344) (2,667
Loss 0N 5ales Of SBCurIleS . ...ttt it e et e a e 6 6 —
{Gain) loss on disposal 0f OthEr @S5EL8 ., .\ v ern e ittt et i i 44 40 {22)
(Gain) on sale of other real estate owned . ... ... . i e e — (1N —_
Depreciation and amortization . ............oi it e 1,531 1,041 1,054
Reissnance of treasury stock in exchange for employmentservices .............. ..., 100 — -
Net {accretion) amortization of securities premiums and discounts .. ................... (131) (431 77
Provision for oan Iosses ... ... ... ... it i m e 2,821 2,350 1,750
Stock issued to subsidiary bank directors ... ... ... ... L i 22 — —
Stock based cOMpEnSation EXPEnse ... ...uuiiiar it e 319 1,603 —
Tax benefit related to the exercise of stockoptions ......... ... oo .. — 873 12
Change indeferred taxes . .. ... .. it i i i e et (576) (1,349) (245)
Proceeds from sales of J0ans . .. ... .. .. . .. i e 84,054 55,323 37,815
Originations of loans held forsale . .........ernr it e e ieiaaes (102,406) (52,441) (40,866)
(Increase) decrease in accrued interest receivable and otherassets ..................... (2,527) 15 (85T
Increase in accrued interest payable and other liabilities ............................. 996 108 567
Net cash provided by operating activities . . ... .. ... ... . .. ... ... ... 961 19,404 5,896
Cash Flows from Investing Activities
Purchases of securities available forsale . ... ..o ir it i e (91,275) (97,748) (86,449)
Proceeds from maturities of securities available forsale ........... ... .. ... .. .. ..o, 60,231 35,744 81,144
Proceeds from sales of securities available forsale .. ... .. L s 44,045 40,247 —
Net increase {decrease) in money market funds .. ... o0 it i i e 108 9,367 (10,001}
Purchase of Federal Home Loan Bankstock .......... .. .. o ittt (285) (29) (328)
Net Inerease 0 JOANS . . ..\ ittt et a e et b s ettt et e e (272,084) (124,6%91) (137,737
Purchase of premises and equipment ... ... ... .. i e (12,222) (4,268) {4,927
Proceeds from sales of premises and equipment ... ... . .. L i 17 23 365
Cash paid for other real estate OWREd . .. .. ottt it e it (430) — —_—
Surrender of Bank owned life Insurance . . ... ... .. e e 587 -— —_
Cash paid for acquisition, et {NOIE 2) .. ... .. it i it i e (15,171) — —
Net cash used in investing activities . . ............ ... ... ... ... ... ... ... (286,479) (141,355) (157.,933)
Cash Flows from Financing Activities
Net Increase I deposiis . . . ... ...ttt et a et a o e e 237,260 73,135 179,889
Net increase {decrease) in other borrowed funds, federal funds purchased and securities sold
under Tepurchase agreements .. .. ... cuutttet ot et e e e e e (4,470) 12,095 7,794
Proceeds from issuance of junior subordinated debt ... ... ... ... ... ... il 27,500 — 5,000
Repayment of junior subordinated debt ... ... ... ... . o e (7,500) — —_
Proceeds from stock IsS0anCe .. ... .. .. e 10,682 — 4,897
Proceeds from sale of treasiry SLOCK - ... ..ottt e — — 2
Stock Optons TedeemMEd .. ...ttt e e e e (356) - —_— —
Excess tax benefit related to option eXeTCISES . . . ... oo 3,529 — —
Proceeds from exercise of stock options . . ... ... .. e 4,579 2,365 3,825
Net cash provided by financing activities .. ....... ... ... .................. 271,224 87,595 201,407
Increase (decrease) in cash and cashequivalents ... ... ... it ir it {14,294) (34,356) 49,370
Cash and cash equivalents, beginning . ... ... ... e 49,773 84,129 34,759
Cash and cash equivalents, ending .. ... ... . i i e $ 35479 § 49773 § 84,129
Supplemental Disclosure of Cash Flow Information
Cash payments for interest, net of amount capitalized .. ... .. .. ... i i $ 31,820 § 15428 3§ 87374
Cash PaYTIeNS fOT taXES .. ..ttt ettt v e e $ 9379 3§ 8762 $ 3513
Supplemental Disclosure of Noncash Investing and Financing Activities
Cther real estate acquired in settlementof loans ... . o i e $ 308 § — % 600
Loan originated to finance sale of otherrealestate owned . ... ... ... ...l $ — 8 617 % —
Issuance of replacement stock options in acquisition ......... ... .. o i $ 2972 % — 3 —_

See Notes to Consolidated Financial Statements.
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SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Doltars in thousands, except per share information)

Note 1. Nature of Banking Activities and Summary of Significant Accounting Policies

Nature of banking activities

Silver State Bancorp (the “Company™) is a bank holding company headquartered in Henderson, Nevada,
providing a full range of banking services to commercial and consumer customers. The Company has two
consolidated wholly-owned subsidiaries, Silver State Bank is a Nevada State chartered bank providing a full
range of commercial and consumer bank products through ten branches located in the Las Vegas, Nevada
metropolitan area. On September 5, 2006, the Company acquired a second subsidiary, Choice Bank, with two
fulil-service branches. The Company also operates loan production offices in six western states. The Company’s
business is concentrated in southern Nevada and is subject to the general economic conditions of this area. The
accounting and reporting policies of the Company conform to accounting principles generally accepted in the
United States of America and general industry practice.

A summary of the significant accounting policies of the Company and its subsidiaries are as follows:

Basis of financial statement presentation and accounting estimates

In preparing the accompanying consolidated financial statements, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities as of the date of the financial statements and the reported amounts of revenue and expenses for the
reporting period. Actual results could differ from those estimates. Material estimates that are particularly

susceptible to significant change in the near term relate to the determination of the allowance for loan losses and
the fair value of servicing rights.

Principles of consolidation

The accompanying consolidated financial statements include the accounts of Silver State Bancorp and its wholly-
owned subsidiaries, Silver State Bank and Choice Bank. Choice Bank was acquired on September 5, 2006. Thus,
the income statement includes the revenues and expenses of Choice Bank for the period from the acquisition date
to December 31, 2006. Certain trust subsidiaries (Note 12) do not meet the criteria for consolidation pursuant to
Financial Accounting Standards Board (FASB) Interpretation No. 46, Consolidation of Variable Interest Entities,
as amended. All significant intercompany accounts and transactions have been eliminated in consolidation.

Cash and cash equivalents

For purposes of reporting cash flows, cash and cash equivalents includes cash on hand, amounts due from banks
(including cash items in process of clearing), and federal funds sold. Cash flows from loans originated by the
Company, deposits and other borrowed funds are reported net.

The Company maintains amounts due from banks which, at times, may exceed federally insured limits. The
Company has not experienced any losses in such accounts.

Securities available for sale

Securities classified as available for sale are those debt securities the Company intends to hold for an indefinite
period of time, but not necessarily to maturity. Any decision to sell a security classified as available for sale
would be based on various factors, including significant movements in interest rates, changes in the maturity mix
of the Company's assets and liabilities, liquidity needs, regulatory capital considerations and other similar
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SILVER STATE BANCORP AND SUBSIDIARIES

NOTESATO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands, except per share information)

factors. Securities available for sale are reported at fair value with unrealized gains or losses reported as other
comprehensive income (loss), net of the related deferred taxes. The amortization of premiums and accretion of
discounts, computed by the interest method over their contractual lives, are recognized in interest income.
Realized gains or losses, determined on the basis of the cost of specific securities sold, are included in eamnings.
Declines in the fair value of individual securities classified as available for sale below their amortized cost that
are determined to be other than temporary result in write-downs of the individual securities to their fair value
with the resulting write-downs included in current eamings as realized losses. In determining other-than-
temporary losses, management considers (1) the length of time and the extent to which the fair value has been
less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of

the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated
recovery in fair value.

Loans held for szale

Loans held for sale are those loans that the Company has the intent to sell in the foreseeable future. All of our
loans held for sale are commercial loans. They are reported at the lower of aggregate cost or fair value. Gains or
losses on the sale of loans are recognized pursuant to FASB Statement No. 140, Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities. The Company’s loans held for sale consist
primarily of Small Business Administration (SBA) loans, which are fully funded. Upon the sale of a loan, the
Company will generally sell the guaranteed portion of the loan and retain the unguaranteed portion as a loan held
for investment. The Company may also sell the unguaranteed portion. The Company also generally retains the
right to service the loans sold. All sales are made without recourse. The Company issues various representations

and warranties associated with the sale of loans. The Company has not incurred any significant losses resulting
from these provisions.

Loans

Loans are stated at the amount of unpaid principal, reduced by unearned net loan fees and allowance for loan
losses.

The allowance for loan losses is established through a provision for loan losses charged to expense. Loan losses
are charged against the allowance for loan losses when management believes that collectibility of the principal is
unlikely. Subsequent recoveries, if any, are credited to the allowance.

The allowance is an amount that management believes will be adequate to absorb probable losses on existing
loans that may become uncollectible, based on evaluation of the collectibility of loans and prior credit loss
experience. This evaluation also takes into consideration such factors as changes in the nature and volume of the
loan portfolio, overall portfolio quality, review of specific problem credits, and current economic conditions that
may affect the borrower’s ability to pay. Due to the credit concentration of the Company’s loan portfolio in real
estate secured loans, the value of collateral is heavily dependent on real estate values in southern Nevada. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more
information becomes available.

In addition, regulatory agencies, as an integral part of their examination processes, periodically review the
Company’s allowance for loan losses, and may require the Company to make additions to the allowance based on
their judgment about information available to them at the time of their examinations.
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The allowance consists of specific and general components. The specific component relates to loans that are
classified as either doubtful, substandard or special mention. For such loans that are also classified as impaired,
an allowance is established when the discounted cash flows (or collateral value or observable market price) of the
impaired loan is lower than the carrying value of that loan, pursuant to FASB Statement No. 114, Accounting by
Creditors for Impairment of a Loan. The general component covers non-classified loans and is based on

historical loss experience adjusted for qualitative and environmental factors, pursuant to FASB Statement No. 5,
Accounting for Contingencies.

A loan is considered impaired when, based on current information and events, it is probable the Company will be
unable to collect all contractual principal and interest payments due in accordance with the terms of the loan
agreement. Impaired loans are measured based on the present value of expected future cash flows discounted at
the Joan’s effective interest rate or, as a practical expedient, at the loan’s observable market price or the fair value
of the collateral if the loan is collateral dependent. The amount of impairment, if any, and any subsequent
changes are included in the allowance for loan losses.

Larger groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the
Company does not separately identify individual consumer loans for impairment disclosures, unless such loans
are the subject of a restructuring agreement.

Interest and fees on loans

Interest on loans is recognized over the terms of the loans and is calculated under the effective interest method.
The accrual of interest on impaired loans is discontinued when, in management’s opinion, the borrower may be
unable to make payments as they become due.

The Company determines a loan to be delinquent when payments have not been made according to contractual
terms, typically evidenced by nonpayment of a monthly installment by the due date. The accrual of interest on
loans is generally discontinued at the time the loan is 90 days delinquent unless the credit is well secured and in
the process of collection. Other personal loans are typically charged off no later than 90 days delinquent.

All interest accrued but not collected for loans that are placed on nonaccrual status is reversed against interest
income. The interest on these loans is accounted for on the cash-basis or cost-recovery method, until qualifying
for return to accrual. Loans are returned to accrual status when all the principal and interest amounts
contractually due are brought current and future payments are reasonably assured.

Loan origination and commitment fees and certain direct loan origination costs are deferred and the net amount
amortized under the effective interest method. The Company is amortizing these amounts over the contractual
life of the loan. Commitment fees, based upon a percentage of a customer’s unused line of credit, and fees related
to standby letters of credit are generally recognized over the commitment period.

Other real estate owned

Other real estate owned (OREOQ) is held for sale and is carried at the lower of cost or fair value less estimated
costs of disposal. Any write-down to fair value at the time of wransfer to OREOQ is charged to the allowance for
Joan losses. Property is evaluated regularly to ensure the recorded amount is supported by its current fair value
and valuation allowances to reduce the carrying amount to fair value less estimated costs to dispose are recorded

as necessary. Revenue and expense from the operations of OREO and changes in valuation allowance are
included in other expense.
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Servicing rights

The Company generally retains the right to service the guaranteed and unguaranteed portion of SBA loans sold to
others, The Company generally receives a standard fee for providing this servicing function. The cost allocated to
the servicing rights retained has been recognized as a separate asset and is being amortized in proportion to and

over the period of estimated net servicing income. This asset is included in other assets in the accompanying
consolidated balance sheets.

Servicing rights are periodically evaluated for impairment. Servicing rights are stratified based on origination
dates. Fair values are estimated using a discounted cash flow model which utilizes various assumptions including
prepayment speeds and current market rates of interest or other available information. No impairments were
recognized during the years ended December 31, 2006, 2005, and 2004.

Transfers of financial assets

Transfers of financial assets are accounted for as sales when control over the assets has been surrendered. Control
over transferred assets is deemed to be surrendered when (1) the assets have been isolated from the Company,

(2) the transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to
pledge or exchange the transferred assets, and (3) the Company does not maintain effective control over the
transferred assets through an agreement to repurchase them before their maturity.

Premises and equipment

Premises and equipment are stated at cost less accumulated depreciation and amortization. Depreciation is
computed using the straight-line method over the estimated useful lives of the assets, Amortization of leasehold

improvements is computed principally by the straight-line method over the lesser of the term of the lease or the
estimated useful lives of the assets.

Depreciation and amortization is computed using the following estimated lives:

Years
Premises and IMPIOvements .. ...ttt ia i, 5-30
Equipment, furniture and fixtures ....... ... . . 3-10
Leasehold IMProvements . . . ... .. ov .ttt a e 2-10

Federal Home Loan Bank stock

The Bank, as a member of the Federal Home Loan Bank (FHLB) system, is required to maintain an investment in
capital stock of the FHLB in an amount equal to the greater of 1% of its outstanding home loans, or 5% of
advances from FHLB. This stock is recorded at cost, which is also the redemption value.

Goodwill and core deposit intangible

The Company has engaged in the acquisition of a financial institution which is discussed more fully in Note 2.
The Company paid an amount in excess of the fair value of the net assets acquired, which has been recorded as
goodwill and core deposit intangible. In connection with the acquisition, the Company recorded the excess of the
purchase price over the estimated fair value of the assets received and liabilities assumed as goodwill pursuant to
Statement of Financial Accounting Standard (SFAS) No. 141, Business Combinations (SFAS 141). The
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Company will annually review the goodwill recorded for the acquisition for impairment in accordance with
SFAS No. 142, Goodwill and Other Intangible Assets, on October 1. Goodwill is not being amortized whereas
identifiable intangible assets with finite lives are amortized over their useful lives.

In addition to goodwill, a core deposit intangible was separately recognized based on the cumulative present
value benefit of acquiring deposits versus an alternative source of funding for the premium related to the core

deposits of the bank acquired. The core deposit intangible is subject to amortization over its estimated useful life
of 15 years.

Income taxes

Deferred taxes are provided on an asset and liability method whereby deferred tax assets are recognized for
deductible temporary differences, net operating losses, and tax credit carryforwards and deferred tax liabilities
are recognized for taxable temporary differences. Temporary differences are the differences between the reported
amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation allowance
when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets

will not be realized. Deferred tax assets and liabilities are adjusted for the effect of changes in tax laws and rates
on the date of enactment.

Stock splits

On June 22, 2005, the Company’s Board of Directors approved a 2-for-1 common stock split that resulted in the
issuance of 6,074,999 additional shares to shareholders of record as of July 15, 2005. All stock option, share and
per share information has been retroactively adjusted to reflect this stock split.

Cn April 28, 2004, the Company’s Board of Directors approved a 4-for-1 common stock split that resulted in the
issuance of 4,532,868 additional shares to shareholders of record as of May 28, 2004. All stock option, share and
per share information has been retroactively adjusted to reflect this stock split.

Advertising costs

Advertising costs are expensed as incurred.

Stock option plans

On September 20, 2006, stockholders of the Company approved the 2006 Omnibus Equity Plan (the “2006
Plan"). The 2006 Plan authorizes the granting of incentive stock options, non-qualified stock options, stock
appreciation rights, restricted stock awards, and performance share cash only awards. The 2006 Plan authonzed
the issuance of 579,810 shares of Siiver State Bancorp common stock, representing the total number of shares
remaining available for stock option grants under Silver State Bancorp’s 1997 Stock Option Plan, 1998 Stock
Option Plan, and 2004 Stock Option Plan. With the approval of the 2006 Plan, no additional awards will be
granted under the 1597, 1998, and 2004 plans. The aggregate number of shares underlying awards granted to any
participant in a single year may not exceed 125,000. As of December 31, 2006, the total number of awards
remaining to be granted under the 2006 Plan was 333,750.

Incentive and non-qualified stock options are granted with an exercise price equal to the closing stock price of

the Company’s stock at the date of grant; those options generally vest based on four years of continuous service
and have 10-year contractua} terms.
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Effective January 1, 2006 (the “adoption date™), the Company adopted the provisions of FASB Statement

No. 123 revised 2004, or (SFAS 123R), Share-Based Payment. SFAS 123R requires compensation costs relating
to share-based payment transactions to be recognized in the financial statements. Prior to the adoption of

SFAS 123R, the Company accounted for stock option grants using the recognition and measurement principles of
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations. Other than as discussed in Note 14, no stock-based compensation was reflected in net income for
the years ended December 31, 2005 and 2004, respectively, as all options are required by the Plan to be granted
with an exercise price equal to the fair value of the underlying common stock on the date of grant. Prior period
financial statements have not been adjusted to reflect fair value of share-based compensation expense under
SFAS 123R. As disclosed in Note 14, in December 2005, the Company accelerated the vesting of 975,000 stock
options with an average exercise price of $7.65 per share. The options accelerated were to the Company’s
executive officers and Board of Directors. The Company's Beard of Directors voted to approve the option
acceleration at a meeting held on December 14, 2005. The option acceleration was effective as of December 21,
2005. Our chief executive officer (CEO} at the time participated in the discussions and voting on the option
acceleration at this board meeting. On January 9, 2006, this former CEQ submitted to the Company's Board of
Directors his resignation from all positions with the Company. Shortly after the acceleration of the stock options,
the former CEO exercised all of his 112,500 options with an aggregate value {measured as the market price of
our common stock on the date of exercise less the exercise price multiplied by the number of options exercised)
equal to approximately $1,400. If the option acceleration had not occurred in December, 2005, the former CEO
would have forfeited all of his 112,500 unvested stock options in accordance with the terms of the options. As a
result of this modification, the Company recognized stock option expense of $1,603 in 2005 in accordance with
APB 25, as interpreted by FASB Interpretation No. 44: Accounting for Certain Transactions Involving Stock
Compensation (FIN 44). Also as a result of the modification of these stock options, the Company will not need to
record any stock option expense under SFAS 123R. Had the Company not accelerated the vesting of stock
options in December 2003, and considering subsequent forfeitures by the former CEQ, the Company would have

recorded total compensation expense pursuant to SFAS 123R of approximately $1,300 during the periods 2006
through 2008.

Also prior to the adoption of SFAS 123R, the Company applied the disclosure provisions of SFAS 123,
Accounting for Stock-Based Compensation. SFAS 123 required the disclosure of the pro forma impact on net
income and earnings per share as if the value of the options were calculated at fair value. The Company utilizes
the Biack-Scholes model to caleulate the fair value of stock options. The Company has adopted SFAS 123R
using the modified prospective method. Under the Company’s transition method, SFAS 123R applies to new
awards and to awards that were outstanding on the adoption date that are subsequentiy modified, repurchased or
cancelled. In addition, the expense recognition provision of SFAS 123R applies to options granted prior to the
adoption date that were unvested at the adoption date.

For the year ended December 31, 2006, the Company recognized $319 in compensation expense for stock
options pursuant to SFAS 123R. In addition, the Company granted 900 shares of common stock to the Board of
Directors of Choice Bank in 2006. These shares were fully vested on the date of grant. The Company recorded
$22 of director’s expense for the year ended December 31, 2006.

Pursuant to SFAS 123R, the tax benefit associated with the exercise of non-qualified stock options is now
reflected as a financing activity in the statement of cash flows, rather than as an operating activity. The related
amount reflected as a financing activity for 2006 was $3,529.
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The following table illustrates the effect on net income and earnings per share if the Company had applied the
fair value recognition provisions of SFAS 123, to stock-based employee compensation prior to the adoption date:

__%9& 2004
Net income:
A TEPOIE . .. ... e e $15.627 $8,518
Add: Stock-based employee compensation expense included in reported net income, net
of related tax effects (Note 1) ... o i i i it it i e i i iiaaann 1,042 —
Deduct: Total stock-based employee compensation expense determined under fair value
based method for all awards, net of related tax effects ........... ... ... .. ... ... (2,615)  (408)
Proforma....... e $14,054 $8,110
Basic income per share:
ASTEPOrtEd ... e e 5 127 072
g 0 ) 11T U $ 114 3% 069
Diluted income per share:
A TEPOrted L. e 3 118 §$070
PrO fOMa L . . e § 107 § 067

Earnings per share

Basic earnings per share (EPS) represents income available to common stockholders divided by the weighted-
average number of common shares outstanding during the perjod. Diluted EPS reflects additional common shares
that would have been outstanding if dilutive potential common shares had been issued as well as any adjustment
to income that would result from assumed issuance. Potential common shares that may be issued by the
Company relate solely to outstanding options, and are determined using the treasury stock method.

Components used in computing EPS for the years ended December 31, 2006, 2005 and 2004 are summarized as
follows: '

2006 2005 2004
............................................. $ 20876 $ 15627 § 8518
Average number of common shares outstanding ................ 13,173,918 12,353,391 11,831,392

Net income

Effect of dilutive options ... ...t 576,723 799,908 363,116
Average number of dilutive shares outstanding . ................ 13,750,641 13,153,299 12,194,508
Basic EPS .. e $ 158 % 127 % 0.72

Diluted EPS ... ... $ 152 3% 119 % 0.70

Off-balance-sheet instruoments

In the ordinary course of business, the Company has entered into off-balance-sheet financial instruments
consisting of commitments to extend credit, commercial letters of credit and standby letters of credit. Such
financial instruments are recorded in the consolidated financial statements when they are funded.

Fair value of financial instruments

FASB Statement No. 107, Disclosures About Fair Value of Financial Instruments, requires disclosure of fair
value information about financial instruments, whether or not recognized in the consolidated balance sheets, for
which it is practicable to estimate that value,

F-25

___——:———-—n




SILVER STATE BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands, except per share information)

Management uses its best judgment in estimating the fair value of the Company’s financial instruments;
however, there are inherent weaknesses in any estimation technique. Therefore, for substantially all financial
instruments, the fair value estimates presented herein are not necessarily indicative of the amounts the Company
could have realized in a sales transaction at December 31, 2006 and 2005. The estimated fair value amounts for
2006 and 2005 have been measured as of their respective year-ends, and have not been reevaluated or updated for
purposes of these financial statements subsequent to those dates. As such, the estimated fair values of these

financial instruments subsequent to the reporting date may be significantly different than the amounts reported at
each year-end.

The information in Note 18 should not be interpreted as an estimate of the fair value of the entire Company since
a fair value calculation is only required for a limited portion of the Company’s assets.

Due to the wide range of valuation techniques and the degree of subjectivity used in making the estimate,
comparisons between the Company's disclosures and those of other companies or banks may not be meaningful.

The following methods and assumptions were used by the Company in estimating the fair value of its financial
instruments:

Cash and cash equivalents

The carrying amounts reported in the consolidated balance sheets for cash, amounts due from banks and federal
funds sold approximate fair value.

Securities

Fair value for securities is based on quoted market prices where available or on quoted markets for similar
securities in the absence of quoted prices on the specific security.

Federal Home Loan Bank stock

The Company’s subsidiary bank is a member of the FHLB systemn and maintains an investment in capital stock
of the FHLB. No ready market exists for the FHLB stock and it has no quoted market value.

Loans held for sale

Fair values are based on quoted market prices of similar loans sold to investors or current buying commitnents

from investors.

Loans

For variable rate loans that reprice frequently and that have experienced no significant change in credit risk, fair
values are based on carrying values. The fair values for all other loans are estimated using discounted cash flow
analyses, using interest rates currently being offered for loans with similar terms to borrowers with similar credit
quality. Fixed rate loans accounted for approximately 4% and 3% of total loans as of December 31, 2006 and

2005, respectively. Loans are generally expected to be held to maturity and any unrealized gains or losses are not
expected to be realized.
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Accrued interest receivable and payable

The carrying amounts reported in the consolidated balance sheets for accrued interest recetvable and payable
approximate fair value.

Deposit liabilities

The fair value disclosed for demand deposits is by definition equal to the amount payable on demand at their
reporting date (that s, their carrying amount). The carrying amount for variable-rate deposit accounts
approximates fair value, Fair values for fixed-rate certificates of deposit are estimated using a discounted cash
flow calculation that applies interest rates currently being offered on certificates to a schedule of aggregated

expected monthly maturities on these deposits. Early withdrawals of fixed-rate certificates of deposit are not
expected to be significant.

Securities sold under repurchase agreentents

The carrying amounts reported in the consolidated balance sheets for securities sold under repurchase agreements
approximate fair value.

Other borrowed funds

The fair values of the Company’s long-term borrowings are estimated using discounted cash flow analyses, based
on the Company’s incremental borrowing rates for similar types of borrowing arrangements.

Junior subordinated debt

The carrying amounts reported in the consolidated balance sheets for junior subordinated debt approximate fair
value as they are variable rate instruments.

Off-balance-sheet instruments

Fair values for the Company’s off-balance-sheet instruments (lending commitments and standby letters of credit)
are based on quoted fees currently charged to enter into similar agreements, taking into account the remaining
terms of the agreements and the counterparties’ credit standing.

Current accounting developments

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Asseis, which amends
SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,
with respect to the accounting for servicing of financial assets. SFAS 156 clarifies when a servicer should
separately recognize servicing assets and servicing liabilities and permits an entity to choose either the
“Amortization Method” or “Fair Value Measurement Method” for subsequent measurement of each class of such
assets and liabilities. SFAS 156 is effective as of the beginning of an entity’s first fiscal year that begins after
September 15, 2006. Earlier adoption is permitted as of the beginning of an entity’s fiscal year, provided the
entity has not issued financial statements. The Company will implement this standard as of January 1, 2007. The
Company currently uses the Amortization Method to account for servicing rights and expects to continue this
practice after implementation of SFAS 156. Therefore, the adoption of this standard will not have a significant
impact on its financial condition or results of operations.
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In July 2006, the FASB issued FASB Interpretation 48, Accounting for Income Tax Uncertainties (FIN 48), to
clarify the accounting for uncertainty in income taxes recognized in financial statements in accordance with
SFAS No. 109, Accounting for Income Taxes. FIN 48 defines the threshold for recognizing the benefits of tax
return positions in the financial statements as “more likely than not” to be sustained by the taxing authority. The
literature also provides guidance on de-recognition, measurement and classification of income tax uncertainties,
along with any related interest and penalties. FIN 48 also includes guidance concerning accounting for income
tax uncertainties in interim periods and increases the level of disclosures associated with any recorded income tax
uncertainties. FIN 48 is effective for fiscal years beginning after December 15, 2006. The differences between
the amounts recognized in the consolidated balance sheets prior to the adoption of FIN 48 will be accounted for
as a cumnulative effect adjustment recorded to the beginning balance of retained earnings. The Company does not
expect the adoption of this standard will have a significant impact on its financial condition or results of
operations.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which addresses how companies
should measure fair value when they are required to use a fair value measure for recognition or disclosure
purposes under generally accepted accounting principles. As a resuit of SFAS 157 there is now a common
definition of fair value to be used throughout generally accepted accounting principles. The FASB believes that
the new standard will make the measurement of fair value more consistent and comparable and improve
disclosures about those measures. SFAS 157 is effective for fiscal years beginning after November 15, 2007. The
Company does not believe the adoption of SFAS 157 will have a material impact on its financial statements.

In September 2006, the Emerging Issues Task Force (“EITF”) reached a consensus on EITF Issue No. 06-4
(“EITF 06-4”), Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-
Doliar Life Insurance Arrangements, which tequires the application of the provisions of SFAS No. 106,
Employers’ Accounting for Postretirement Benefits Other Than Pensions (“SFAS 106™, to endorsement split-
dollar life insurance arrangements. EITF 06-4 would require the Company to accrue a liability for the
postretirement death benefits associated with split-dollar life insurance agreements. An endorsement-type
arrangement generally exists when the Company owns and controls all incidents of ownership of the underlying
policies. EITF 06-4 is effective for fiscal years beginning after December 15, 2007. The Company does not
believe the adoption of EFTF 06-4 will have a material impact on its financial statements.

In September 2006, the FASB ratified the consensus reached by the EITF in Issue No. 06-5, Accounting for
Purchases of Life Insurance — Determining the Amount That Could Be Realized in Accordance with FASB
Technical Bulletin No. 85-4, Accounting for Purchases of Life Insurance (EITF 06-5). EITF 06-5 is effective for
fiscal years beginning after December 15, 2006. The EITF concluded that a policyholder should consider any
additional amounts included in the contractual terms of the policy in determining the amount that could be
realized under the insurance contract. Amounts that are recoverable by the policyholder at the discretion of the
insurance company should be excluded from the amount that could be realized. Amounts that are recoverable by
the policyholder in periods beyond one year from the surrender of the policy should be discounted utilizing an
appropriate rate of interest. The Company does not believe the adoption of EITF 06-5 will have a material impact
on its financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115. SFAS 159 permits an entity to choose to
measure many financial instruments and certain other items at fair value, Most of the provisions of SFAS 159 are
elective, however, the amendment to SFAS No. 115, Accounting for Certain Investments in Debt and Equity
Securities, applies to all entities with available for sale or trading securities. For financial instruments elected to
be accounted for at fair value, an entity will report the unrealized gains and losses in earnings. SFAS 159 is
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effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. SFAS 159 was
recently issued and the Company is currently assessing the financial impact this statement will have on our
financial statements.

Reclassifications

Certain amounts in the balance sheet as of December 31, 2005 and the statements of income for the years ended
December 31, 2005 and 2004 were reclassified to conform to the presentation adopted as of and for the year

ended December 31, 2006. There was no effect on previously reported net income or stockholders’ equity.

Note 2. Acquisition

Effective September S, 2006, the Company acquired 100% of the outstanding common stock of Choice Bank
(“Choice™), headquartered in Scottsdale, Arizona. At the date of acquisition, Choice became a wholly-owned
subsidiary of the Company. The Stock Purchase Agreement (the “Agreement”) was entered into on March 29,
2006 and, pursuant to that Agreement, the Choice shareholders received $27.50 in cash for each share of Choice
common stock for a total purchase price of $31,556. Under the terms of the agreement, 1,032,106 shares of
Choice common stock were paid out. In addition, Choice stock option holders were granted the option of either
converting their vested options into Company stock options or receiving cash consideration in the amount of
$27.50 per option share less the exercise price. The total number of replacement options issued were 166,160
(see also Note 14) for a total fair value cost of $2,772. The rcplacement options issued were 100% vested on the
date of grant.

The consolidated balance sheet and statement of income as of and for the period ended December 31, 2006,
contained in the Company’s financial statements, include the total assets, liabilities, and net income of Choice.
The primary purpose for the merger was to increase the Company’s presence in Arizona.

As of September 5, 2006, the following shows the condensed balance sheet amounts assigned to the assets and
liabilities of Choice Bank, including all purchase adjustments at the time of acquisition:

Cash and cashequivalents ........... ..o ruiiiiiiiiniiiiiaiinas $ 13,613
SECUTILIES & o it ittt et a s e e e 4,425
Loans, net of allowance of $ 663 ... ... . it e 97,623
Goodwill and core deposit intangible .......... .o 20,098
OB BS8BES . v vt vt e ittt it i e e e ey 2,379
DEPOSIES - - - -+« e e e oo e e e e e e e (103,546)
Deferred 1aXes .« ..o e e e e e (700)
Other iabilities . ... ... .. . it i e et i (2,336)
Net assets aCqUIred ... .. ..o ov it i $ 31,556
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The merger was accounted for under the purchase method of accounting in accordance with SFAS 141.
Accordingly, the purchase price was allocated to the assets acquired and the liabilities assumed based on their
estimated fair values at the merger date, September 5, 2006, as surnmarized below:

Cash conSIdBIAtION . . ...ttt e e e e $ 28,652
Fair value of replacement options (see Note 14) . ............ ... ... ...... 2,772
Direct costs of acquisition . .. ... .. . L e e 132
Total purchase price and acquisition costs .. ...... ... .. ... ... . iia 31,556
Less fair value of Choice Bank net tangible assets acquired ................. (11,458)
Less fair value of core deposit intangible .. .......... ... ... . oo {1,164)
Goodwill resulting from transaction .. ....... ... .. ... i, $ 18,934

As a result of the Choice acquisition, the Company recorded $1,164 for the core deposit intangible. The
Company has determined the final value and amortization period with the assistance of an independent valuation
consultant. As of September 35, 2006, the amortization period of the Choice core deposit intangible was estimated
to be 15 years. Amortization expense on the Choice core deposit intangible is recorded as of December 31, 2006
in the amount of $64. The Company estimates the amortization expense for the next five years as follows: 2007:
$182; 2008: $165; 2009: $148; 2010: $130 and 2011: $113.

None of the goodwill will be deductible for income tax purposes.

Certain amounts, including goodwill, are subject to change when the determination of the asset and liability
values are finalized.

Note 3. Restrictions on Cash and Due from Banks

The Company is required to matntain reserve balances in cash or on deposit with the Federal Reserve Bank.

The total of those reserve balances was approximately $751 and $633 at December 31, 2006 and 2005,
respectively.

Note 4. Securities

Carrying amounts and fair values of securities available for sale at December 31 are summarized as follows:

2006
Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains (Losses) Value
U.S, Treasury SECUMHES . v vvnrr oo e e e e et $ 9,484 $ 12 $— $ 9,496
U.S. Government-sponsored agencies ... ..o, 50,158 42 (162) 50,038
Mortgage backed securities . ....... ... ... i 3,840 27 (28) 3,839
Moneymarketfunds ............ .. o i 1,994 — 43 1,951

$65,476 $ 81 $(233)  $65,324
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2005
Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains (Losses) Value
U.S. Treasury SeCUrities . .. ... ovuiut i $ 7.499 3— $ (73 § 7426
U.S. Government-sponsored agencies . .............. oo 62,355 —_ (665) 61,690
Mortgage backed securities .......... .. ... iiiaen 2,080 7 (87 2,030
Money market funds . ....... ... i 2,101 — — 2,101

$74,035 5 7 $(795) 873,247

The amortized cost and fair value of securities as of December 31, 2006 by contractual maturities are shown
below. Given certain interest rate environments, some or all of these securities may be called by their issuers
prior to the scheduled maturities. Maturities may differ from contractual maturities in mortgage backed securities
because the mortgages underlying the securities may be called or repaid without penalties. Therefore, these
securities are not included in the maturity categories in the following maturity summary.

Amortized
Cost Fair Value
Due in ONe YeAr OFI8SS . . . .o vt e ettt it e e e $29,032 $28,831
Due after one year through five years . ..... ... . ..o i i 32,604 32,654
Mortgage backed securities . ... ... e 3,840 3,839

$65,476  $65,324

Gross realized gains and losses of $17 and $23, respectively, were recorded on the sales of securities during the
year ended December 31, 2006. Gross realized gains and losses of $7 and $13, respectively, were recorded on the
sales of securities during the year ended December 31, 2005. There were no gross realized gains associated with
available for sale securities during the year ended December 31, 2004. Securities available for sale with a
carrying amount of approximately $59,000 and $64,915 at December 31, 2006 and 2005, respectively, were
pledged to secure borrowings, and for other purposes required or permitted by law.

Information pertaining to securities with gross unrealized losses at December 31, 2006 and 2005, aggregated by
investment category and length of time that individual securities have been in a continuous loss position follows:

2006
Less than Twelve Months Over Twelve Months
Gross Gross
Unrealized Fair Unrealized Fair
Losses Value Losses Value
U.S. Treasury SECUTItiES . ... ... covvurreenrnnnennenannnnn $— $ — $— $ —
U.S. Government-sponsored agencies .. ...........coovven.. 6 12,473 156 23,708
Mortgage backed securities ......... ... oo, — e 28 1,123
Money marketfunds ......... ... il — — 43 1,951

$ 6  $12,473 $227  $26,782
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2005
Less than Twelve Months Over Twelve Months
Gross Gross
Unrealized Fair Unrealized Fair
Losses Value Losses Value
U.S. Treasury seCUrities . ... ....viueurrevrnnnieeeennnn. 5— 5§ — $73 $ 7,426
U.S. Government-sponsored agencies ..................... 145 25,410 520 36,280
Mortgage backed securities . .. ....... ... o oo 39 1,186 18 568

$184 $26,596 $o11 544,274

Management evaluates securities for other than temporary impairment on at least a quarterly basis, and more
frequently when economic or market concerns warrant such evaluation. Consideration is given to (1) the length
of time and the extent to which the fair value has been less than cost, (2) the financial condition and near term
prospects of the issuer, and (3) the intent and ability of the Company to retain its investment in the issuer for a
period of time sufficient to allow for any anticipated recovery in fair value.

Sixteen and twenty one debt securities have unrealized losses with aggregate depreciation of approximately 1%
and 2% from the Company’s amortized cost-basis at December 31, 2006 and 2005, respectively. These
unrealized losses relate primarily to fluctuations in the current interest rate environment. In analyzing an issuer’s
financial condition, management considers whether the securities are issued by the Federal government or its
agencies, whether downgrades by bond rating agencies have occurred, and industry analysts reports. As
management has the ability and intent to hold debt securities for the foreseeable future, no declines are deemed to
be other than temporary.

Note 5. Loans

The composition of the Company’s net loans as of December 31 is as follows:

2006 20050
................................................. $ 109,134 § 68,904

Comumercial and industrial
Real estate:

LT 1013473 o T: ) 206,744 195,754
Construction, land development, and other land loans . ...................... 620,167 369,197
Single family residential ............. e e 80,280 13,720
Consumer Installment . . ..ot e e e 5,789 3,504
Leases, net of uneammed INCOMIE .. .. ...t ieir i e e e e e e 411 264
Gross Loans . ... ... ... e e 1,022,525 651,343
Lessnetdeferred loan fees . . ... . e e e (6,882) (5,164)
Less allowance for loan and lease 1088es . .. ... .. ittt i i e (11,200) (8,314)

NetLoans ... ... ... .. e $1,004,443 $637,865

(1) Certain amounts in 2005 have been reclassified to be consistent with 2006 classifications and banking
regulatory classification guidance. There was no change in gross loans as previously reported.
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Information about impaired and nonaccrued loans as of and for the years ended December 31 is as follows:

2006 2005
Impaired loans with a valuation alloOWance . ..............oooiiierinira $938 $1,689
Impaired loans without a valuation allowance . ...........oooeniiininiiie — —
Total impaired L0A0S . . . ..ot v et ettt e $938 51,689
Related allowance for loan losses on impaired loans . ..... ... $149 § 725
NONACCTUAL JOAIIS &+« v e e e e e e et e et et e ettt iae e it $132 $1,217
Loans past due 90 days or more and still accruing ... i tE— § —
Average balance of impaired loans during the year (based on quarter-end balances) .......... $926 $1,885
Interest income recognized during the year on impaired loans . . ... $111 % 89

Approximately $29 of the impaired loans at December 31, 2006 are guaranteed by the SBA. The Company is not
committed to lend significant additional funds on these impaired loans as of December 31, 2006.

The balance of SBA loans serviced for others was $62,916 and $52,221 at December 31, 2006 and 2005,
respectively. Custodial balances maintained in connection with loan servicing, and included in other liabilities,
were approximately $519 and $435 at December 31, 2006 and 2005, respectively. Information regarding
servicing assets related to SBA loans at December 31 is as follows:

2006 2005 2004
Balance, DEZINMINE . .. oo \vrvtt oot $626 $468 $302

Capitalized .. .. ...t 328 413 319
AMOMHZAHON « . o vttt ae et e ie e e (249) (255 (153)
Balance, Bnding . ... .ot e e $705 $0626 §468

Note 6. Allowance for Loan Losses

Changes in the allowance for loan losses for the years ended December 31, are as follows:

2006 2005 2004
Balance, DEGINMING . .« ..o oo ueiv it $ 8,314 $6,051 54,768
Acquisition (see NOte 2) .. .. ..o i 663 — —
Provision charged to operating eXpense . . .. ... ..ooviienaa i 2821 2350 1,750
Less amounts charged off . . ... ... 664) (178) (595)

RECOVEIIES & oo vttt e et et e et te e e e 66 91 128

..................................................... $11,200 $8,314 3$6,051

Balance, ending
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Note 7. Premises and Equipment

The major classes of premises and equipment and the total accumulated depreciation and amortization as of
December 31 are as follows:

2006 2005
Land ... e $12956 §$ 8,194
Premises and improvements .. ... ... ... ... ... 16,768 8,143
Furniture and fixtures . ......... . ... .. ... 3,822 2,964
Equipment ... . e e 3,692 1,512
Leasehold Improvements . . .. .. ... ittt e 275 342
ConSITUCHON 1N PrOBIESS . ... ittt ettt ittt et e eta e iaee s 189 3,442
- 37,702 24,597
Less accumulated depreciation and amortization . ............ . ..cc0oonn... (5,669) (4,605

$32,033  $19,992

The Company completed the construction of a facility during the year ended December 31, 2006 of which $219
of interest expense related to the construction of the branch was capitalized.

Note 8. Securities Sold Under Agreements to Repurchase and Federal Funds Purchased

The Company enters into sales of securities under agreements to repurchase which generally mature within one
day. The obligations to repurchase securities sold are reported as liabilities in the accompanying consolidated
balance sheets and are approximately $13,602 and $22,072 as of December 31, 2006 and 2005, respectively. The
dellar amount of securities underlying the agreements remain in the asset accounts. The securities underlying the
agreements are U.S. Agencies. During the year ended December 31, 2006, the average balance outstanding and
interest expense recorded under these repurchase agreements was approximately $12,635 and $563, respectively,
resulting in an average rate paid of 4.46%. During the year ended December 31, 2005, the average balance
outstanding and interest expense recorded under these repurchase agreements was approximately $15,036 and
$477 respectively, resulting in an average rate paid of 3.17%. During the year ended December 31, 2004, the
average balance cutstanding and interest expense recorded under these repurchase agreements was approximately
$13,046 and $262, respectively, resulting in an average rate paid of 2.01%.

The Company has also entered into five agreements with other lending institutions under which it can purchase
up to approximately $85 million of federal funds. The interest rate charged on borrowings is determined by the
lending institutions at the time of borrowing. All lines are unsecured. The agreements can be terminated by the

lending institutions at any time. There were no balances outstanding under these agreements at December 31,
2006 or 2005.
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Note 9. Income Tax Matters

The cumulative tax effects of the primary temporary differences as of December 31 are shown in the following
table:

2006 2005
Deferred tax assets:
Allowance for loan 1088eS . . ... it e $3,950 $2,640
Stock COMPENSAON BXPEISE . . . oo v vt e e et n e 30 561
Unrealized loss on securities available forsale . ........... ... ... .. .. ... 51 276
ACCIUEd EXPENSES ...\t 179 126
L0 71 5T~ S U P 378 19
Total deferred tax assets .. . .. ... . ittt it e 4,588 3,622
Deferred tax liabilities:
Premises and equipment .. ... ... . i e 964 486
Core depositintangible ....... ... ... i 407 -
Deferred 10an COSIS .. oo ot et e ettt e i e s 213 175
(0T 1 V= o OO U 563 171
Total deferred tax liabilities ... ... ............ .. ... ... ... ... 2,147 832

Net deferred tax asset ... ... i e e $2,441 52,790

At December 31, 2006 and 2005, no valuation reserve was considered necessary as management believes it is
more likely than not that the deferred tax assets will be realized due to taxes paid in prior years on future
operations.

The provision for income taxes charged to operations for the years ended December 31 consist of the following:

2006 2005 2004
CUITENL EXPENSE . ... ..\t s et eeae et eeee e e et aans $12,319 $9,630 34,709
Deferred taxes (benefity . ... ... . .. e (576) (1,349) (245)

$11,743 58,281 $4.464

The income tax provision differs from the amount of income tax determined by applying the United States

federal income tax rate to pretax income for the years ended December 31, 2006, 2005, and 2004 due to the
following:

2006 2005 2004
Computed “expected” tax expense .. .............cooi.. $11,417 $8368 34,544
State income taxes, net of federal tax benefits . ... ........ 159 28 5
Non deductible expenses ..........c.coiiiiiiiiiiienes 233 95 85
QDT . . e (66) (210) (170)

$11,743  $8,281 34,464
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Note 10. Deposits

At December 31, 2006, the scheduled maturities of time certificates are as follows:

2007 e i $337,665
2008 . e e 19,005
2000 L e e 2,353
20E0 e 1,011
7 A 2,096

$362,130

At December 31, 2006, three customer balances totaling $190,308 comprised 19% of total deposits. These
customer balances are considered brokered deposits. At December 31, 2005, two customer balances totaling
$96,116 comprised 14% of total deposits. Of this balance $43,856 is considered a brokered deposit. The
Company had an additional $11,208 in brokered deposits at December 31, 2005.

As of December 31, 2006 and 2003, approximately $56,440 and $112,888, respectively, of the Company's
non-interest bearing demand deposits consisted of demand accounts maintained by title insurance and qualified
intermediary companies. The Company provides an analysis earnings credit for these customers, which is
calculated by applying a variable crediting rate to such customers’ average monthly deposit balances, less any
internal charges incurred, which are comprised of common deposit service charges. External services are then
purchased on behalf of these customers based on the amount of the earnings credit. These external services,
which are commonly offered in the banking industry, include courier, bookkeeping and data processing services.
The expense of these external services totaled $378, $201 and $164 for the years ended December 31, 2006, 2005

and 2004, respectively, and is included in customer service expense in the accompanying consolidated stalements
of income.

Note 11. Other Borrowed Funds

The Company has a line of credit available from the Federal Home Loan Bank of San Francisco (FHLB).
Borrowing capacity is determined based on collateral pledged, generally consisting of loans and securities, at the
time of the borrowing. Pursuant to collateral agreements with the FHLB, advances are collateralized by
qualifying loans in the amount of $87,281 and $74,902 at December 31, 2006 and 2003, respectively. FHLB
borrowings may be subject to prepayment penalties. The remaining borrowing capacity at December 31, 2006
with the FHLB was approximately $25,617. Advances at December 31 have maturity dates as follows:

Interest Rate as of 2006 2005
MI_)EE December 31, 2006 Long Term Short Term Long Term Short Term
2006 ... ... 2.69% - 4.75% 5 — $ — ¥ 9,000 $5,000
2007 ...l 3.46% - 5.48% 10,000 8,000 10,000 —
2008 ...l 3.67% 10,000 - 10,000 —
2000 ... L, 4.67% - 5.22% 20,000 —_ 10,000 —
2000 ...l 4.75% 10,000 — 10,000 —

$50,000 $8,000 $49,000 $5,000
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Note 12. Junior Subordinated Debt

The Company has formed five statutory business trusts which exist for the exclusive purpose of issuing
Cumulative Trust Preferred Securities. All of the funds raised from the issuance of these securities were passed to
the Company and are reflected in the accompanying consolidated balance sheets as junior subordinated debt.
Information about junior subordinated debt as of and for the years ended December 31 is as follows:

First
Rede;;spﬁon
Name of Trust Interest Rate Date Maturity 2006 2005
Silver State Capital Trust I 6-month LIBOR plus 3.75%  12/08/2006 12/08/2031 $ — § 7,732
Silver State Capital Trust {I 3-month LIBOR plus 3.25%  04/24/2008 04/24/2033 5,155 5,155

Silver State Capital Trust III 3-month LIBOR plus 2.75%  04/07/2005 04/06/2034 5,155 5,155
Silver State Capital Trust IV 3-month LIBOR plus 1.60%  09/30/2011 09/30/2036 20,619 —
Silver State Capital Trust V 3-month LIBOR plus 1.62 %  03/01/2012  03/01/2037 7,732 -

$38,661 518,042

In the event of certain changes or amendments to regulatory requirements or Federal tax rules, the debt is
redeemable in whole. The obligations under these instruments are fully and unconditionally guaranteed by the
Company and rank subordinate and junior in right of payment to all other liabilities of the Company. The Trust
preferred securities qualify as Tier I Capital for the Company, subject to certain limitations, with the excess being
included in total capital for regulatory purposes.

Note 13. Commitments and Contingencies

Contingencies

In the normal course of business, the Company is involved in various legal proceedings. In the opinion of
management, any liability resulting from such proceedings would not have a material adverse effect on the
consolidated financial statements.

Financial instruments with off-balance-sheet risk

The Company is party to financial instruments with off-balance-sheet risk in the normal course of business to
meet the financing needs of its customers. These financial instraments consist of commitments to extend credit
and standby letters of credit. These instruments involve, to varying degrees, elements of credit risk in excess of
the amount recognized in the consolidated balance sheets.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit is represented by the contractual

amount of those instruments. The Company uses the same credit policies in making commitments as it does for
on-balance-sheet instruments.

A summary of the contract amount of the Company's exposure to off-balance-sheet risk as of December 31 is as
follows:

2006 2005
Commitments to exXtentd credit . .. ... e $381,758 $241,690
Standby letters of credit .. ... ... i 5,391 5,348

$387,149 $247,038
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Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Since many of the commitments are expected 1o expire without being drawn
upon, the total commitment amounts do not necessarily represent future cash requirements. The Company
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed
necessary by the Company upon extension of credit, is based on management’s credit evaluation of the party.
Collateral held varies, but may include accounts receivable, inventory, property and equipment, undeveloped
land, residential real estate and income-producing commercial properties. As of December 31, 2006, unsecured
loan commitments are approximately $34,789.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. Those guarantees are primarily issued to support public and private borrowing
arrangements, The credit risk involved in issuing letters of credit is essentiaily the same as that involved in
extending loan facilities to customers. Collateral held varies as specified above and is required as the Company
deems necessary. As of December 31, 2006, the balance of unsecured standby letters of credit is $60. Essentially
all letters of credit issued have expiration dates within four years. Upon entering into a letter of credit, the
Company records the related liability at fair value pursuant to FASB Interpretation 45 (FIN 45), Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebledness of
Others, thereafter the related liability is evaluated pursuant to SFAS 5. The total liability for financial instruments
with off-balance sheet risk as of December 31, 2006 and 2005 was approximately $141 and $125, respectively.

Lease commitments

The Company leases certain premises under non cancelable operating leases. Minimum future rental payments
under these leases for each of the next five years and in the aggregate are as follows:

Year ending December 31:

710 $ 926
2008 L e 731
2000 e e s 667
200 e 589
1228 601
Thereafter . ... ... e 3,012

36526

Rental expense from these operating leases was $711, $653 and $624 for the years ended December 31, 2006,
2005 and 2004, respectively.

Concentrations

The Company grams commercial, construction, real estate and consumer loans 1o customers through its ten
branches located in the Las Vegas, Nevada metropolitan area. The Company's business is primarily concentrated
in southern Nevada, and the loan portfolio includes significant credit exposure to the general economy and real
estate industry of this area. The Company’s real estate portfolio is secured by office buildings, land held for
development, undeveloped land, single family homes and other real property located primarily in southem
Nevada. At December 31, 2006 and 2005, real estate loans accounted for approximately 89% of the total loans in
both years, Substantially all of these loans are secured by first liens with an initial loan to value ratio of generally
not more than 75%. The Company’s policy for requiring collateral is to obtain collateral whenever it is available
or desirable, depending upon the degree of risk the Company is willing to take.
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We have a high concentration in real estate construction and land loans. At December 31, 2006, approximately
35% of our real estate loans were classified as real estate construction loans and 34% of our real estate loans
were classified as land loans. In addition, cornmercial real estate loans represent approximately 23% of our total

real estate loans as of December 31, 2006. Of our commercial real estate loans, approximately 57% are owner-
occupied.

Approximately 4% and 3% of the Company’s loans were unsecured as of December 31, 2006 and 2005,

respectively. The Company's loans are expected to be repaid from cash flow or from proceeds from the sale of
selected assets of the borrowers.

Note 14. Stock Options -

The Company has adopted the 2006 Omnibus Equity Plan (See Note 1) under which options to acquire common
stock of the Company may be granted to employees, officers or directors at the discretion of the Board of
Directors. The Plans allow for the granting of 579,810 incentive and non-qualifying stock options as those terms
are defined in the Internal Revenue Code.

The fair value of each option award is estimated on the date of grant using the Black-Scholes model that uses the
assumnptions noted in the following table. The Company estimates the expected life of each stock option on
historical and expected behavior of the Company’s employees. The volatility estimate is based on the historical
volatility of the Company’s stock using a period equal to the expected life of the option. The risk-free rate is
based on the yield on a zero coupon U.S. Treasury bond with a maturity equal to the expected life of the option.

The dividend yield is estimated to be zero based on the Company's current intention not to issue dividends for
the foreseeable future.

2006
Replacement
Options 2006 2005 2004
Risk free IMterest Fate . .. ..o ovnt it i e mee e ees 4.80% 4.61% 3.09% 3.09%
Dividend vield . ... . 0% 0% 0% 0%
Expectedlife . ... i 2 years 4 years 4 years 4 years
VOolatility ..ot e 52% 49% 23% 23%
Fair value per optional share .. ...... ... it $ 1726 % 968 § 269 § 135

A summary of stock option activity during the year ended December 31, 2006 is as follows:

Weighted-
average
exercise

Shares price
Outstanding options, beginning of year ....... ... . ... e 1,382,650 $739
Granted ... e 175,150 22.30
Replacement stock options issued in acquisition ................... 166,166 8.84
| SR 0 1« PSR (717,690) 7.40
Forfeited ... ..ottt e (7,200) 11.25
Outstanding options, endof year ............. .. i 999,070 10.22

Options exercisable, endof year . ........... ... ..ol 707,970 $ 7.26
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Other than the replacement options granted (see Note 2), all stock options granted under the Plans expire 10 years
after the date of grant and vest 25% per year over four years. In December 2005, the Company accelerated the
vesting on 975,000 stock options. As a result of this modification, the Company recognized stock options
expense of $1,603 in 2005 in accordance with APB 25. Also, as a result, the Company is not required to record
any stock option expense under SFAS 123R related to these modified options.

The weighted average remaining contractual term of outstanding options as of December 31, 2006 was 7 years,
with an aggregate intrinsic value of $15,766. The weighted average remaining contractual term of options
exercisable at December 31, 2006 was 7 years, with an aggregate intrinsic value of $13,266.

The total intrinsic value of options exercised during the year ended December 31, 2006 was $10,818. The
aggregate fair value of options vested during year was $1,026.

As of December 31, 2006, there was $900 of total unrecognized compensation cost related to nonvested share-
based compensation arrangements.

Note 15. Regulatery Capital Requirements

Federal and banking regulations place certain restrictions on dividends paid by the Bank to the Holding
Company. The Company (on a consolidated basis) and the subsidiary banks are subject to various regulatory
capital requirements administered by the federal banking agencies. Failure to meet minimum capital
requirements can initiate certain mandatory — and possibly additional discretionary — actions by regulators that,
if undertaken, could have a direct material effect on the Company’s and the Banks’ financtial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Company and the
Banks must meet specific capital guidelines that involve quantitative measures of their assets, liabilities, and
certain off-balance-sheet items as calculated under regulatory accounting practices. The capital amounts and
classification are also subject to qualitative judgments by the regulators about components, risk weightings, and

i other factors. Prompt corrective action provisions are not applicable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Banks
to maintain minimum amounts and ratios (set forth in the table below) of total and Tier [ capital (as defined in the
regulations) to risk-weighied assets (as defined), and of Tier I capital to average assets (as defined). Management
believes the Company and the Banks meet all capital adequacy requirements to which they are subject as of
December 31, 2006.

. As of December 31, 2006, the most recent notification from the federal banking agencies categorized the

! Company and the Banks as well capitalized as defined by the banking agencies. To be categorized as well

; capitalized, the Company and the Banks must maintain total risk based, Tier I risk based and Tier I leverage
ratios as set forth in the table below. As of December 31, 2006, the Company and the Banks meet the regulatory
! guidelines to be categorized as well capitalized.
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The actual capital amounts and ratios for the Banks and the Company as of December 31 are presented in the
following table:

For Capital To be Well
Actual Adequacy Purposes Capitalized
Amount  Ratio Amount  Ratio Amount  Ratio
As of December 31, 2006:
Total Capital (to Risk Weighted Assets)
COMPANY . oo vve e enva e ceeae e $135509 11.6% $93,510 8.0% §$116,888 10.0%
Silver State Bank ........ oot $112,106 10.7% 584,027 8.0% $105,034 10.0%
Choice Bank ........... civnvniiinnn $ 12357 104% $ 9459 80% $ 11,824 10.0%
Tier I Capital (to Risk Weighted Assets) A
COMPANY ..ot e i eea e $122,235 105% $46,755 4.0% §$ 70133 6.0%
SilverState Bank .. ... vt $101,615 97% $42,014 40% §$ 63,020 6.0%
Choice Bank ....... ... viiiiiiinnnnn $ 11,507 97% $ 4730 40% $ 7094 60%
Tier I Capital (to Average Assets)
COMPANY ...t vvieeeee i $122,235 105% $46427 40% §$ 58,033 5.0%
Silver State Bank . ......... ... it $101,615 9.9% $40,8906 4.0% $ 51,119 5.0%
Choice Bank .........oiiiieaiiie. $ 11,507 84% $ 5452 40% $ 6815 50%
As of December 31, 2005:
Total Capital {to Risk Weighted Assets)
L000) 11117:0 11 I $ 90,145 12.2% $58977 8.0% § 73721 10.0%
SilverState Bank . ...........o e $ 87250 119% $58,806 80% § 73,508 10.0%
Tier I Capital (to Risk Weighted Assets) ..........
COMPANY .. .onvveveerrrennn PR $ 80,258 10.9% $29.488 4.0% §$ 44232 6.0%
SilverState Bank . .........ovvirininenn.. $ 73,811 10.7% $29,403 4.0% § 44105 6.0%
Tier 1 Capital (to Average Assets)
COMPANY .. ..vveveeaiienaiien e aneens $ 80,258 10.4% $30,905 4.0% $ 38631 50%
SilverState Bank ........... s $ 78,811 10.2% $30,836 4.0% $ 38545 5.0%

Additionally, the State of Nevada banking regulations restrict the distribution of the net assets of Silver State
Bank because such regulations require the sum of the Bank’s stockholder’s equity and allowance for loan losses
to be at least 6% of the average of the Bank’s total daily deposit liabilities for the preceding 60 days. As a result
of these regulations, approximately $52,155 of Silver State Bank’s stockholder’s equity was restricted as of
December 31, 2006.

Note 16. Employee Benefit Plans
401(k) plan

The Company provides a 401(k) plan which covers substantially all of the Company’s employees who are
eligible based upon age and length of service. A participant may elect to make contributions up to 12 percent of
the participant’s annual compensation. The Company makes matching contributions at management's discretion.
The Company approved matching contributions of approximately $448, $282 and $180 for the years ended
December 31, 2006, 2005 and 2004, respectively.
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Life insurance

The Bank has purchased life insurance on certain key officers under a split dollar plan, whereby the Bank owns
the cash surrender value and the officers” beneficiaries share in death benefits. Total cash surrender value was
approximately $858 and $1,394 at December 31, 2006 and 2005, respectively, and is included in other assets on
the accompanying consolidated balance sheets.

Note 17. Loans and Other Transactions with Related Parties

Shareholders of the Company, officers and directors, including their families and companies of which they are
principal owners, are considered to be rejated parties. These related parties were loan customers of, and had other
transactions with, the Company in the ordinary course of business. In management’s opinion, these loans and
transactions were on the same terms as those for comparable loans and transactions with nonrelated parties.

Loan transactions

In the ordinary course of business, the Company has granted loans to principal officers and directors and their
affiliates. Annual activity consisted of the following:

2006 2005
Balance, beginning ...............iiiiiii i $ 21,003 $ 16,141
NEeW JOAMIS .« oottt e e 32,069 25,199
Repayments ........ ... .. iiiiiiiireiiiiiae (27,824) (20,337
Balance, ending .. ... ...t $ 25248  § 21,003

Total undisbursed loan commitments outstanding with related parties total approximately $6,292 and $5,364 at '
December 31, 2006 and 2005, respectively.

None of the loans are past due, nonaccrual or restructured to provide a reduction or deferral of interest or
principal because of deterioration in the financial position of the borrower. There were no loans to a related party
that were considered classified loans at December 31, 2006 and 2005.

Other transactions

Choice Bank has an operating lease agreement with a related party. Lease payments are approximately $11 per
month. The lease ends in May 2007 and has a renewable option for an additional five years. As of December 31,

2006, the Company has not renewed the lease. Rental expense recorded under this lease was approximately $53
for the year ended December 31, 2006.

The Company engages in contracts with a related party as the general contractor for the construction of bank
office buildings. The total payments under these contracts were approximately $1,030, $5,100, and $900,
respectively for the years in 2006, 2005 and 2004. $130 of the contract from 2006 is included in construction in
progress at December 31, 2006 with an estimated completion date in 2007. The contract amount is $907.

During the year ended December 31, 2004, the Company purchased land from related parties in two separate
transactions totaling approximately $2,300.

Deposits for related parties held by the Banks at December 31, 2006 and 2005 amounted to $45,759 and $33,704,
respectively.
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Note 18. Fair Value of Financial Instruments

The carrying amount and estimated fair value of the Company’s financial instruments at December 31 is as
follows:

2006 2005
Carrying Amount  Fair Value  Carrying Amount  Fair Value

Financial Assets:

Cash and cash equivalents .. ............... $ 35479 $ 35479 $ 49,773 $ 49,773
Securities available forsale ............... 65,324 65,324 73,247 13,247
Federal Home Loan Bank stock ............ 3,382 3,382 2,731 2,731
Loansheldforsale ...................... 34,053 35473 11,861 12,636
Loans, Nel ..ottt in s 1,004,443 1,003,330 - 637,865 636,087
Accrued interest receivable . ... ... .. ... 7,236 7,236 3,395 3,395
Financial Liabilities:

Deposits .. ..ot 986,271 987,897 645,465 645,537
Accrued interest payable . .. ... ... 1,530 1,530 794 794
Securities sold under repurchase

AEIEEMENS ... ..vii e 13,602 13,602 22,072 22,072
Otherborrowed funds .................... 58,000 57,328 54,000 54,000
Junior subordinateddebt . ................. 38,661 38,661 18,042 18,042

Interest rate risk

The Company assumes interest rate risk (the risk that general interest rate levels will change) as a result of its
normal operations. Management attempts to match maturities of assets and liabilities to the extent believed
necessary to minirmize interest rate risk. However, borrowers with fixed rate obligations are less likely to prepay
in a rising rate environment and more likely to prepay in a falling rate environment. Also, depositors who are
receiving fixed rates are more likely to withdraw funds before maturity in a rising rate environment and less
likely to do so in a falling rate environment. Management monitors rates and maturities of assets and habilities
and attempts to minimize interest rate risk by adjusting terms of new loans and deposits and by investing in
securities with terms that mitigate the Company's overall interest rate risk.

Fair value of commitments

The estimated fair value of fee income on letters of credit at December 31, 2006 and 2005 is insignificant. Loan
commitments on which committed fixed interest rates are less than the current market rate are also insignificant
at December 31, 2006 and 2005.

Note 19. Segment Reporting

The Company manages its core bank operations and prepares management reports with a primary focus on each
banking subsidiary. The accounting policies of the segments are consistent with those described in Note 1. The
Company derives a majority of its revenues from interest income and the chief operating decision maker relies
primarily on net interest income to assess the performance of the segments and make decisions about resources 10
be allocated to the segment. The Company does not have operating segments other than those reported. Parent
company information is included in the other category, and is deemed to represent an overhead function rather
than an operating segment.
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The Company does not have a single external customer from which it derives 10 percent or more of its revenues.

There are no significant transactions between operating segments other than transfers of loan participations at par

value with no gain or loss.

The following is a summary of selected operating segment information as of and for the years ended
December 31, 2006, 2005 and 2004:

Choi
Silver State Ban‘}:c:f Intersegment  Consolidated
Bank Arizona All Other  Eliminations Company
2006:
ASSELS . e $1,042,186 $165332 $ 9,008  §(7,008) $1,209,518
Gross Loans and deferred fees . .............. 892,013 123,630 — — 1,015,643
Less: Allowance for loanlosses ............. (10,366) (834) —_ — (11,200)
NetLoans .. .......... .o, 881,647 122,796 _— — 1,004,443
Deposits . ...vvve i 863,838 129441 —_ (7,008) 086,271
Stockholders’ equity ...................... 101,511 31,571 (26,454) — 106,628
Net interest income (10S8) . ....vvvvrneenenn. $§ 57629 $§ 1,586 § (1,865 § — $ 57350
Provision forloanlosses ................... 2,650 171 — —_ 2,821
Net interest income (loss) after provision for
foanlosses ........... ... ... 54,979 1,415 (1,865) — 54,529
Noninterestincome ....................... 5,468 421 28 —_ 5917
Noninterest eXpense . ...................... 25,275 1,898 654 — 27,827
Income (loss) before income taxes ........... 35,172 (62) (2,491 — 32,619
Income tax expense (benefit) ................ 12,659 (23) (893) —_— 11,743
Netincome (1088) .. ..o vv v ie e ieee i $ 22513 % (39 % (1,598 § — $ 20876
Intersegment  Consolidated
Silver State Bank AN Other  Eliminations Company
2005;
ASSELS .. e $804,912 $ 2,569  $(1,184)  $806,297
Gross Loans and deferred fees . .................... 646,179 —_— — 646,179
Less: Allowance forloanlosses .................... (8,314) —_ — (8,314)
NetLoans ............... . iiieii i, 637,865 — — 637,865
Deposits . . ... o 646,649 — (1,184) 645,465
Stockholders’ equity ........ .. .. .. ... . e 78,299 (14,605) — 63,694
Net interestincome (1oss) ......... ... ... ... ....... $ 42,427 $(,102) § — $ 41,325
Provision forloanlosses . ......... ... ... ..., 2,350 —_— — 2,350
Net interest income (loss) after provision for loan
losses ... 40,077 (1,102) — 38,975
NONIDErest iNCOME . . ...ttt e e ee e ee e nne 4779 — —_ 4779
NONINterest 8XPense ... ........ovueeennonaann.n. 19,768 78 — 19,846
Income (loss) before incometaxes .................. 25,088 (1,180) — 23,908
Income tax expense (benefit) ...................... 8,669 (388) — 8,281
Netincome (10S8) ........vviiiiiiiiiennnnann. $ 16,419 $ (92 § — $ 15,627
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Intersegment  Consolidated
Silver State Bank  All Other  Eliminations Company
2004:
ASBELS i $699,360 $ 5219  $(3.,864) §700,715
Gross Loans and deferred fees ..................... 523,391 — — 523,391
Less: Allowance forloanlosses .................... (6,051) — — (6,051)
NetLoans . ... e, 517,340 — — 517,340
Deposils . ... 576,194 —_ (3,364) 572,330
Stockholders’ equity ..ot 55,501 (12,051) — 43,450
Net interest income (loss) ... oo viiiiini .., $ 26,423 $ (894 § — $ 25,529
Provisionforloanlosses ............ ..o, 1,750 —_ — 1,750
Net interest income (loss) after provisien for loan
JOSSES . . e 24,673 (894) — 23,779
Noninterestincome .. ...........cc.ooun.. S 4,542 — — 4,542
NOMIMIETESL EXPBNSE . ..ttt ii e e einenans 15,106 233 — 15,339
Income (loss) before income taxes .................. 14,109 (1,127 — 12,982
Income tax expense (benefit) ........... ... ... .. 4,840 (376) — 4,464
Netincome (l0s8) . ............ . . ccoiienenn § 9269 $ (51 § — $ 8,518
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Note 20. Condensed Financial Statements of Parent Company

Balance Sheets

December 31, 2006 and 2065
(dollars in thousands)

2006 2005
Cash and cash equivalents . . ... ... ... ... .. ... ... it $ 7,008 $ 1,184
Investment in consolidated subsidiaries ... ....... ... ... . . . it 133,682 78,299
OBT 58888 . . . ot ottt e e 5,792 2,674
e 11T $145,882 $82,157
Accrued interest payable and other liabilities ................. e e s $ 593 § 421
Junior subordinated debt ... ... ... e 38,661 18,042
Total Habilities . ... . e e 39,254 18,463
Stockholders’ equity . ... ... . i 106,628 63,694
Total liabilities and stockholders’ equity .......0 ... ... ... $145,882 $82.157
Statements of Income
For the years ended December 31, 2006, 2005 and 2004
(dollars in thousands)
2006 2005 2004
INLErEST INCOME . o . oo\ttt et et e et e $ 10 % 21 § —
Interest expense on junior subordinated debt .. ........ ... ... oo oL 1,876 1,123 894
Net interest EXPenSe . . ... ..ottt ittt it e (1,866) (1,102) (894)
Other income:
Income from consolidated subsidiaries ... ...t 22474 16419 9269
Miscellaneous income |, .. .. . .. e 29 — —
Total Other INCOME ... ottt et e ettt i et 22,503 16419 9,269
OPErating EXPENSES « . . vt v v v ettt e et e et e e e (654) (78) (233)
Income before income tax beneflt . ... .. ... . . i e e 19,983 15,239 §,142
Income tax benefit ... ... .. .. e 893 388 376
NetinCOMmME . .. oottt e ettt e e $20,876 $15,627 $8,518
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Statements of Cash Flows
For the years ended December 31, 2006, 2005 and 2004
{dollars in thousands)
2006 2005 2004
Cash Flows from Operating Activities:
NEtINCOIME . . oo ottt e e e e e e e e e e e e s $20,876 $15627 $ 38,518
Adjustments to reconcile net income to net cash used in operating
activities;
Equity in net undistributed earnings of consolidated subsidiaries . .. ... .. (22,474) (16,419) (9,269
Depreciation and amortization .................c.co i, 33 33 29
Tax benefit related to the exercise of stock options . . ................. — 873 772
Reissuance of treasury stock .. ... .. ... 100 — —
Increase in other assets . .. .. ... ... . ... .ttt it 996 oy Q.27
Increase {decrease) in accrued liabilities and other liabilities ........... (3,357 40) 264
Net cash used in operating activities ................ ... ...... {3,826) 46) (963)
Cash Flows from Investing Activities:
Investment in subsidiaries ............c.c i e o (5,000) (10,000)
Cash paid for acquisition, net .. ......... ... i (28,784) — —
Net cash used in investing activities .......................... (28,784) (5,000) (10,000)
Cash Flows from Financing Activities:
Proceeds from issuance of junior subordinated debt .. ................ 27,500 — 5,000
Repayment of advances from junior subordinated debt . . .............. (7,500) — —
Proceeds from Stock 1SSUANCE . . . ... .ot e 10,682 — 4,897
(Purchase) sale of treasury stock . ... ... . .. . i — — 2
Stock options redeemed .. .. ... ..o (356) — —_
Excess tax benefit related to option exercises .................... ... 3,529 2,365 3,825
Proceeds from exercise of stock options . ....... ... ... .. .. ... ... 4,579 — —
Net cash provided by financing activities ...................... 38,434 2,365 13,724
Increase (decrease) in cash and cashequivalents .. ........... .. ... ..., 5,824 (2,681) 2,761
Cash and cash equivalents, beginningof year ................... ... ... 1,184 3,865 1,104
Cash and cash equivalents,end of year ....... . .. ... ................ $ 7008 $ 1,184 § 3,865
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Note 21. Quarterly Data (Unaudited)

Years Ended December 31,

2006 2005
Fourth Third Second First Fourth Third Second First
Quarter  Quarter Quarter  Quarter  Quarter Quarter Quarter  Quarter
Interest income .......... $27.346 $23,773 $20,483 318,304 $16,482 515,584 $13,164 $11,856
Interest expense .......... 10,582 9,216 6,865 5,893 4,797 4,367 3,510 3,087
Net interest income ....... 16,764 14,557 13,618 12,411 11,685 11,217 9,654 8,769
Provision for loan losses . .. (804) (817 (600) (600) (600) {650) {600) (5000
Net interest income after
provision for Joan
losses . ............... 15960 13,740 13,018 11,811 11,085 10,567 9,054 8,269
Non-interest income . . .. .. 1,875 1,736 934 1,372 1,210 1,180 1,183 1,206
Non-interest expensestd ... (8,679) (6,762) (6,070) (6,316) (6,879) (4,558) (4,355) (4,054)
Income before income
taxes .. ............... 9,156 8,714 7,882 6,367 5,416 7,189 5,882 5,421
Provision for income
LAaXeS . . ..o (3479 (G071 (2,769 (2.424) (1956) (2.454) (2,0200 (1,851
Netincome ............. $ 5677 $ 5643 $ 5113 $ 4443 §$ 3460 $ 4735 $ 3,862 $ 3,570
Basic .............. $ 042 % 042 $ 039 $ 035 $ 028 $ 038 § 032 % 029
Diluted ............. $ 040 % 040 § 037 & 034 $ 026 § 036 $ 030 % 0.28

(1) The Company recognized stock option expense of $1,603 in the fourth quarter of 2005. See Note 14.

Note 22. Subsequent Events

On January 24, 2007, the shareholders of Silver State Bancorp approved an amendment to the Articles of
Incorporation, increasing the authonzed number of shares of common stock from 20,000,000 to 60,000,000 and
creating a class of preferred stock in the amount of 10,000,000 that has a par value of $.001.

The Company granted 8,300 shares of restricted stock and 63,800 incentive stock options in January and
February, 2007.

The Company’s Board of Directors unanimously reached a decisicn on December 13, 2006, to engage the

Company in an initial public offering of the Company's common stock. The public offering is expected to occur
in the second quarter of 2007.

The Company entered into an employment agreement with its Chief Executive Officer on March 29, 2007, The
agreement has a term of three years. The agreement provides for certain cash payments as a result of termination

or change in control. The Company intends to enter into similar agreements with other key officers in the second
quarter of 2007.
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